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SI is the official symbol in all lan- 
guages for the International Sys- 
tem of Units (metric system) which 
is administered in Canada by The 
Metric Commission. 


In this annual report, applicable 
statistics are stated in the terms 
used in the previous system of 
measurement (barrels, feet, 
inches) as well as in SI terms 
(metres, cubic metres) for pur- 
poses of continuity and to 
familiarize our shareholders with 
the relationship between the two 
systems, as applied to the petro- 
leum industry. 


Annual Meeting 


The Annual General Meeting of 
Shareholders of Husky Oil Ltd. will be 
held in the Calgary Convention 
Centre, Calgary, Alberta on April 11, 
1979. Formal notice of this meeting 
and proxy materials are enclosed. 


Form 10-K 


Copies of the Company’s 1978 annual 
report on Form 10-K filed with the 
United States Securities and Ex- 
change Commission, including 
financial statements and exhibits, will 
be provided without charge, to share- 
holders who send written requests to 
the Office of the Secretary of the 
Company at Husky Oil Ltd., 815-6th 
Street S.W., Calgary, Alberta, Canada 
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Year in Brief Highlights of Operations 
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*Net earnings from operations including extraordinary items 


Letter to Shareholders 


For Husky, 1978 was a year of signifi- 
cant achievement. As we have stated 
before, major among the factors re- 
sponsible for the record 1978 per- 
formance were the outstanding con- 
tributions made by our employees. 
Their dedication, loyalty and hard 
work, which in the past years has 
been so evident, was even more evi- 
denced during 1978. Their perform- 
ance, at times when they were not 
sure where ownership of the company 
would finally reside, and their overall 
ability to keep the company on an 
even keel and attain corporate goals 
and objectives was most commend- 
able. In short, the employees deserve 
a special note of appreciation for their 
efforts, diligence and hard work — so 
dramatically evidenced by the com- 
pany’s record 1978 performance. 


In review, Husky’s net earnings for the 
twelve months ended December 31, 
1978 improved 30 percent to a record 
high of $55.5 million or $5.02 per 
share, compared to $42.8 million or 
$4.06 per share in 1977. Fully diluted 
earnings were $4.87 per share this 
year compared to $3.80 per share in 
1977. These net earnings are after a 
total provision for cash and deferred 
income taxes of $41.2 million in 1978 
compared to $34.0 million the previ- 
ous year. Sales and operating 
revenues were $703.2 million in 1978, 
up about 13 percent over $620.4 mil- 
lion the previous year. Cash flow from 
operations improved 22 percent to 
$122.4 million from $100.1 million in 
1977. Our 1978 earnings represent a 
7.9 percent return on gross revenues 
compared to 6.9 percent in 1977. The 
increase in earnings is primarily at- 
tributable to an overall improvement in 
all segments of petroleum operations 
and also reflects advances in steel 
and carbon activities. 


The 1979 capital program includes 
$153.5 million for work programs, a 
52 percent increase over the $101.2 
million budgeted for 1978 work pro- 
grams plus $5 million for contingent 
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capital programs. As part of the 1979 
program, $61.4 million is scheduled 
for heavy crude oil development in 
Lloydminster during the first year 
build-up of a five year $450 million 
project. The company’s 1979 expendi- 
tures for oil and natural gas explora- 
tion and development in North 
America, much of which is earmarked 
for the Lloydminster program, will be 
the largest in Husky's history at 
$114.1 million, an increase of 66 per- 
cent over the $68.8 million budgeted 
for 1978. Included in the 1979 pro- 
gram is $10.9 million for tertiary or 
enhanced recovery work. In addition 
$14.8 million is forecast to be spent on 
international exploration in the Philip- 
pines, North Sea and in Pakistan. The 
remaining $24.6 million in the 1979 
departmental budget will cover refin- 
ing, marketing, supply and distribu- 
tion, carbon, steel and administrative 
capital programs. 


While we will be placing additional 
emphasis on Lloydminster heavy 
crude development in 1979, Husky 
will continue a balanced approach to 
the potential for growth of the entire 
company. Husky is going forward with 
preliminary engineering and design 
work for a heavy crude upgrading 
facility in Saskatchewan. In Husky’s 
plans for participation in a similar 
facility in Alberta, recent changes in 
ownership of a major participant in the 
consortium have caused Husky to as- 
sess the goals and objectives of the 
new owner before committing signifi- 
cant funds to the project. The com- 
pany’s objective is to utilize its in- 
vestment and time to the best advan- 
tage of developing the Western 
Canadian heavy oil industry. 


In early June, the management of 
Husky received notification from 
Petro-Canada, the Canadian govern- 
ment owned oil and gas concern, that 
they intended to make an offer for any 
or all Husky shares. Occidental Petro- 
leum Corporation indicated they too 
were interested in making an offer for 
the shares of Husky. Occidental’s 
proposed offer involved the exchange 
of their preferred shares for common 
shares of Husky. On Monday, June 12, 
Husky’s Board of Directors met and 
considered Petro-Canada’s and Oc- 
cidental’s proposed offers. The Board 
found Occidental’s proposal to be 
superior and recommended it to the 
shareholders. Shortly thereafter both 
Petro-Canada and Occidental an- 
nounced improvements in their re- 
spective offers. One of the main at- 
tractions for these offers was Husky’s 
position in the heavy oil reserves of 
Western Canada. 


At the time of the Petro-Canada and 
Occidental proposed offers, Alberta 
Gas Trunk Line Company Limited 
(AGTL) informed Husky and the 
public that since the first of 1978, they 
and another company had jointly ac- 
quired over 3 percent of Husky’s 
common shares on the open market. 
AGTL is a natural gas transmission 
company with interests in manufactur- 
ing, petro-chemicals, and gas pro- 
duction, sales and service in Canada 
and manufacturing in United States 
and Italy. During the latter part of 
June, AGTL purchased additional 
shares on the open market and in- 
creased their holdings to approxi- 
mately 35 percent of the outstanding 
shares of Husky. 


AGTL announced their 35 percent 
ownership on June 29. Petro-Canada 
subsequently announced they did not 
intend to proceed with the proposed 
offer and in July Occidental Petroleum 
announced they had withdrawn their 
application before the Canadian 
Foreign Investment Review Agency 
as well as their registration statement 
with United States Securities and Ex- 


change Commission. Subsequently, 
Alberta Gas Trunk Line has increased 
their ownership to 49.4 percent of 
Husky’s outstanding common shares. 


At the July 27th meeting of Husky’s 
Board of Directors, Mr. S. R. Blair, 
President and Chief Executive Officer 
of AGTL; Mr. Robert L. Pierce, Execu- 
tive Vice President of AGTL; and 

Mr. William C. Rankin, Senior Vice 
President and Controller of that 
organization were named to fill vacant 
Husky Board positions. Also Mr. Blair 
and Mr. Pierce were named to the five 
member Executive Committee of the 
Board. 


Although there have been significant 
changes in the ownership of Husky 
shares together with changes in the 
Board of Directors, there has been no 
change in direction of company pro- 
grams. The priorities of the company 
are continuing as earlier stated with 
the added endorsement to accelerate 
the development of the company’s 
assets, particularly the Lloydminster 
heavy oil reserves. In addition, pru- 
dent acquisitions, as a means of fur- 
thering company goals and objec- 
tives will be considered. 


Husky's Board of Directors has con- 
sidered, over the past several months, 
the possibility of restructuring the 
company into separately owned U.S. 
and Canadian entities. After con- 
siderable study, the Board has now 
determined such a separation is not 
now warranted. 


Decisions reached this past year and 
this coming year by governments in 
Canada and United States, at all 
levels, will continue to have a signifi- 
cant effect on the future of our com- 
pany. Husky, as it has in the past 
several years, will continue to devote 
more and more time and effort in 
communicating with governments, at 
all levels. By providing input into the 
governmental process, both legisla- 
tive and administrative, we will con- 
tinue to speak out on energy and re- 
lated issues, not only to governments 
but to the public in general. 


During the past few months, much 
has been written and published about 
Husky. Most writers have emphasized 
Husky’s heavy oil position, particularly 
in Lloydminster, and have conveyed 
the impression that this was the bulk 
of the company’s operations. We be- 
lieve this annual report to share- 


holders illustrates that Husky’s opera- 
tions have many facets, all of which 
contributed to the largest earnings in 
our corporate history. Normally, the 
stock market would reflect this level of 
performance, but currently, we be- 
lieve, it is not giving enough recogni- 
tion to the company’s earnings. Pub- 
lished articles and appraisal reports, 
practically without exception indicate 
our asset value appreciably exceeds 
the current market price. Although to- 
day’s market price for Husky is ahead 
of where it was a year ago, It is still 
considerably below the per share 
asset value of the company. 


We at Husky look forward to the chal- 
lenge of doing our part to maintain an 
adequate supply of energy related 
products as well as in our steel and 
carbon operations for a strong Cana- 
dian and United States economy. We 
are optimistic there are many more 
opportunities existing for our com- 
pany and our industry and we feel we 
have positioned ourselves to take ad- 
vantage of these. But more impor- 
tantly we must continue in our deci- 
sions and actions to consider the in- 
terest of our customers, investors and 
the general public. 


hh Eiken 


Glenn E. Nielson 
Chairman of the Board 


James E. Nielson 
President 
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In 1978, Husky’s aggressive explora- 
tion programs resulted in an oil dis- 
covery offshore the Philippines and 
natural gas discoveries in Alberta, 
Canada, and in New Mexico, Wyom- 


ing and California in the United States. 


Husky also conducted a very active 
exploratory drilling program in the 
Lloydminster area of Alberta and Sas- 
katchewan during the year. 


The company continued to expand its 
land position in 1978 and increased 
its inventory of drilling prospects. An 
ongoing program to strengthen 
Husky's exploration staff progressed 
significantly with the addition of a 
number of highly qualified personnel. 
Most of the company’s drilling pros- 
pects are now generated internally. 


The Matinloc Number 1 well, which 
was drilled offshore the Philippines in 
the third quarter, tested crude oil from 
a reef on the Northwest Palawan Shelf 
at a rate in excess of 8,400 barrels 

(1 300 cubic metres) per day. The 
Matinloc Reef is part of the atoll on 
which a Husky interest discovery well, 
Cadlao Number 1, discovered crude 
oil a year earlier. A seismic program 
is presently being conducted over the 
entire atoll. Additional drilling, plan- 
ned for 1979, will determine the com- 
merciality of the Matinloc discovery. 
Husky also expects to begin de- 
velopment of the Cadlao oil accumu- 
lation in the Philippines with the 
drilling and completion of Cadlao 
Number 3 this year. 


Husky, which had participated in the 
first discovery well in the area in 1976, 
Nido Number 1, will recover its drilling 
costs from a share of cash flow from 
oil production planned to begin from 
the Nido complex of wells in March. 


Although Husky did not participate in 
the development within a two mile 
radius around the Nido Number 1 
well, the company has continued its 
active participation in the remainder 
of the overall concession. 


Husky has the dominant land position 
in the Philippines, involving a one- 
third working interest in about three 
million acres Covering the major por- 
tion of the Northwest Palawan Shelf. 


An offshore well was also drilled dur- 
ing the year in Pakistan, where Husky 
has a 95 percent working interest in a 
concession located one-half onshore 
and one-half offshore and covering 
the Indus River Delta. The well, which 
was abandoned, assisted in the 
evaluation of the northwest sector of 
the 4.4 million acre concession. 
Husky is continuing exploration activ- 
ity in the area. 


In North American exploration activity, 
a well drilled during the second quar- 
ter in Eddy County, New Mexico, 
tested natural gas at arate of 20 mil- 
lion cubic feet (.6 million cubic 
metres) per day. The absolute open 
flow of the discovery, which encoun- 
tered 110 feet (34 metres) of net pay in 
the Morrow Formation, was calculated 
at 61 million cubic feet (1.7 million 
cubic metres) per day. Husky has a 
16 percent working interest in the well. 
Additional drilling is planned this year 
on Husky interest acreage adjacent to 


(Page 4): Western Canadian Exploration Drilling; inset: Derrick 
floor — northern drilling. (Below): Exploration well near Cody 
refinery 
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the discovery. In recent years, the 
company has built up a substantial 
land position in Southeast New 
Mexico and expects to continue its 
aggressive natural gas exploration 
program in the area. 


In the Massacre Hills area of the 
Green River Basin of Wyoming, two 
deep exploratory tests encountered 
natural gas shows in the Hilliard, 
Frontier and Dakota Formations in 
1978. The first well, 18,300 feet (5 600 
metres) in depth, was drilled to the 
Nugget Formation. The second well 
was drilled 16,700 feet (5 100 metres) 
to the Dakota Formation. Both wells 
will be production tested early in 
1979. Of major interest in this venture 
is the Massacre Hills feature — a very 
large structure located on the west 
side of the Green River Basin. 


A deep exploration well, drilled in the 
Big Horn Basin of Wyoming during the 
fourth quarter, was cased to a depth 
of 15,800 feet (4 800 metres) and will 
test the Mesa Verde and Lance For- 
mations early in 1979. The well follows 
up an earlier deep test, near the City 
of Cody in the Big Horn Basin, which 
had experienced significant natural 
gas blows during drilling. 


A Husky exploratory well discovered 
natural gas in the Sacramento Valley 
of California late in 1978 and further 
drilling on nearby Husky interest 
acreage is scheduled in the first quar- 
ter this year. Two zones were tested in 
the well, each at rates in excess of 

4 million cubic feet (112 696 cubic 
metres) per day. Further drilling will be 
conducted in early 1979 and the 
company expects to be receiving gas 
revenue from this area later in the 
year. 


In Canada, Husky has extended its 
exploration activity into the Deep 
Basin of Western Alberta and North- 
eastern British Columbia. Two wells — 
a 13,600 foot (4 100 metres) Cambrian 
test and a 17,500 foot (5 300 metres) 


Leduc test — are drilling in Alberta. A 
{2,000 foot (3 700 metres) Jurassic 
test is drilling in Northeastern British 
Columbia. Two of these tests are on 
trend in the Elmworth natural gas play. 
Additional exploratory activity is plan- 
ned for the Deep Basin in 1979. 


A natural gas discovery in the Topland 
area of west central Alberta tested 
natural gas at a rate of 2.5 million 
cubic feet (70 435 cubic metres) per 
day. The discovery adds to Husky’s 
inventory of natural gas development 
opportunities to be pursued as mar- 
kets for Western Canadian natural gas 
improve. 


To ensure rig availability for current 
and ongoing exploration drilling pro- 
grams, Husky entered into long term 
commitments in 1978 for deep drilling 
rigs in the United States and Canada. 
This assured access to drilling rigs 
should also provide the company with 
added opportunities for increased 
participation in future exploration ven- 
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Husky's significant exploration activity 
in the Lloydminster area continued in 
1978 and included a 900 mile (1 400 
kilometre) seismic program as well as 
22 exploratory wells. The 1978 pro- 
gram resulted in 6 indicated oil wells 
and 8 natural gas wells. The company 
expects to drill 50 exploratory wells in 
Lloydminster in 1979 in the first year of 
a five year program designed to 
complete the exploration of the area. 


As an addition to a joint exploration 
program in the United States, Husky 
and another company have entered 
into a contract drilling joint venture. 
The venture owns three drilling rigs, 
each of which is equipped for air drill- 
ing, and an interest in one service rig. 
The exploratory joint venture will use 
one of the air drilling rigs in a multi- 
well stratigraphic test program to be 
conducted throughout the Rocky 
Mountain area. 
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3 Lloydminster Area, Alberta/Saskatchewan 
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Husky's gross oil and gas production 
increased in 1978 while income from 
production operations improved 
substantially in the period. In addition, 
significant development programs 
were begun in the Lloydminster area 
of Western Canada and in the Rocky 
Mountain region of the United States. 


Husky's gross crude oil production 
increased to 48,300 barrels (7 700 
cubic metres) per day in 1978 from 
47,000 barrels (7 600 cubic metres) 
per day in 1977. Net crude oil produc- 
tion in 1978 averaged 35,200 barrels 
(5 600 cubic metres) per day com- 
pared to 35,300 barrels (5600 cubic 
metres) per day the previous year. 


Gross natural gas production in- 
creased to 80.3 million cubic feet (2.3 
million cubic metres) per day in 1978 
from 78.7 million cubic feet (2.2 million 
Cubic metres) per day in 1977. Net 
natural gas production averaged 60.8 
million cubic feet (1.7 million cubic 
metres) per day compared to 61.1 mil- 
lion cubic feet (1.7 million cubic 
metres) per day in 1977. Net produc- 
tion volume comparisons for the 
stated years do not coincide with the 
increases in gross oil and gas vol- 
umes because of changes in provin- 
Cial royalty structures. 


The company’s 1978 Lloydminster 
drilling program, which included 199 
development wells, was completed 
early in December. Work began im- 
mediately on the 1979 program in 
which a total of 335 exploration and 
production wells are expected to be 


drilled in the area. Husky currently has 


four drilling rigs at work in Lloydmins- 
ter and expects an increase to seven 
rigs working throughout the year fol- 
lowing the “spring break-up.” 


Husky’s current substantial heavy 
crude oil development program, an- 
nounced in the fourth quarter of 1978, 
will involve a planned expenditure of 


$450 million in Western Canada over a 


five year period. With the completion 


of the program, the company expects 
to increase its net crude oil production 
by approximately 20,000 barrels 

(3 200 cubic metres) per day to a total 
of 40,000 barrels (6 400 cubic metres) 
per day from the Lloydminster area. 


The program is designed, by complet- 
ing the exploration of the area, to es- 
tablish Husky’s Lloydminster full 
production potential and, through the 
application of current technology, to 
demonstrate the potential of the ap- 
plication of tertiary recovery methods 
to the Lloydminster heavy oil reser- 
voirs. Preliminary activity and detailed 
engineering for the construction of a 
heavy oil upgrading facility are in- 
cluded in the project. The program is 
expected to physically double the 
size of Husky's operations in Lloyd- 
minster by 1984. 


Program operations will include the 
drilling of two thousand additional 
wells, construction of six hundred 
miles (966 kilometres) of gathering 
pipelines, twenty new tank batteries, 
three additional water flood recovery 
projects and nine more thermal re- 
covery pilot projects. 


(Page 8): Development drilling — Western Canada; inset: Crude 
oil treatment unit — Lloydminster. (Below): Lloydminster 
gathering system 


Husky’s dominant land position in 
Lloydminster involves 1.6 million 
acres checkerboarded throughout an 
area of established pools in a heavy 
oil region which extends 100 miles 
(161 kilometres) east to west and 65 
miles (105 kilometres) north to south 
along the Alberta/Saskatchewan 
border. 


Recent oil in place estimates by in- 
dustry for Lloydminster range from 
16 to 23 billion barrels (2.5 to 3.7 bil- 
lion cubic metres). Early in 1979, the 
Geological Survey of Canada an- 
nounced its estimate of oil in place, 
relative to Alberta only, at 40 billion 
barrels (6.4 billion cubic metres) and 
indicated a probability that a larger 
amount of oil in place is located on the 
Saskatchewan side of the Lloydmins- 
ter region. 


In the United States in 1978, seven of 
eight production wells were com- 
pleted from our offshore Louisiana 
platform where production equipment 
is currently being installed. Delivery of 
natural gas from the platform is 
scheduled to begin in the first quarter 
of 1979. 


The new natural gas production, ex- 
pected to flow at rates in excess of 50 
million cubic feet (1.4 million cubic 
metres) per day, will be the first from 
the offshore acreage which was ac- 
quired on a royalty basis as an alter- 
native to the traditional cash bonus 
system. 


Development drilling in the Cody oil 
field in the Big Horn Basin of Wyom- 
ing, in the Fuller Reservoir gas field in 
the Wind River Basin of Wyoming and 
in the Ackman area of Nebraska con- 
tinued throughout the year. In the third 
quarter, Husky acquired the interest of 
another petroleum company in the 
southern section of the Cody field. As 
a result of the acquisition, which also 
included other acreage in Wyoming 
and New Mexico, the company now 
has a 100 percent working interest in 
the Cody field. 


In California, Husky’s heavy crude oil 
production, largely categorized as 
‘old oil? was curtailed for almost three 
quarters of 1978 as aconsequence of 
regulated ‘old oil’ prices which are 
lower than the company's direct costs 
of production. Applications, request- 
ing a price amendment, have been 
submitted to the Department of 
Energy and Husky expects to receive 
a decision early in 1979. 


In the United States, active drilling 
continued in 1978 on properties 
operated for the company by others. 
Operators of oil properties infill drilled 
and installed facilities to maintain 
upper tier production levels and 
operators of gas properties continued 
development drilling to take advan- 
tage of higher gas prices. 


Early in the second quarter of 1978 
Trans Canada Pipeline Company took 
contractual action to reduce sharply 
its natural gas purchase obligation to 
Western Canadian producers. 


As a result of subsequent negotiations 
with the suppliers, Trans Canada 
Pipeline reduced its acceptance of 
natural gas nominations to an average 
of 80 percent of the minimum volumes 
specified in the original contracts. 
Trans Canada Pipeline agreed to pay 
the producers for the undelivered 20 
percent of minimum volumes at cur- 
rent prices with the understanding 
that the ‘held-back’ natural gas would 
be taken over the next six years. 


Husky is presently negotiating with 
the Saskatchewan Government with 
respect to the 60 percent tax rate im- 
posed by the Oil Well Income Tax Act, 
1978, and its regulations. The out- 
come cannot be predicted. The tax 
rate is approximately 10 percent 
greater than that imposed under the 
prior legislation. It is the stated inten- 
tion of the Saskatchewan Government 
to ensure that the future economic ef- 
fect of the Oil Well Income Tax Act, 
1978, and the regulations thereunder 
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are no more onerous to the oil industry 
than the economic effects of The Oil 
and Gas Conservation, Stabilization, 
and Development Act, 1973, and its 
regulations. 


Gross Production Net Production 
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The posted price for Canadian crude 
oil production at the well head was 
increased $1 per barrel on July 1, 
1978 in the third of a series of four 
projected price increases of this 
magnitude, at intervals of six months, 
begun July 1, 1977. The fourth in- 
crease of $1 per barrel, expected on 
January 1, 1979, was deferred until 
July 1, 1979 following discussions be- 
tween the Canadian federal govern- 
ment and the governments of the pro- 
ducing provinces. A portion of the 
previous three price increases has 
been passed on to the producer. 


Proven 
Net Reserves 
As at December 31, 


1978 1977 
Cubic metres 
Crude Oil (barrels) 104,231,000 98,901,000 
16563000 15716000 
Natural Gas 
(thousands of 
cubic feet) 293,858,000 292,203,000 
8279000 8233000 
Probable 


Net Reserves 


Crude Oil (barrels) 23,531,000 23,695,000 


3739000 3766000 
Natural Gas 
(thousands of 
cubic feet) 39,981,000 42,342,000 
1127000 1193000 
Combined 


Proven and Prob- 
able Net Reserves 


Crude Oil (barrels) 127,762,000 122,596,000 


20 302000 19482000 
Natural Gas 
(thousands of 
cubic feet) 333,839,000 334,545,000 


9406000 9426000 


Summary of Wells Drilled 


Exploratory drilling 
Development drilling 


Total 


Summary of Gross and Net Production 


CANADA 
Alberta 


Ontario 


Saskatchewan 


Lloydminster 


Total CANADA 


UNITED STATES 
California 


Colorado 


Montana 


New Mexico 


Wyoming 


Other Areas 


Total UNITED STATES 


Total CANADA 
and wNiTED STATES «.-. 


Gross 


Gross Wells 
Oil Gas Dry Total 
4 We 28 49 
SZ 24 38 374 
316 41 66 423 
Oil and Gas Liquids 
1978 1977 
Net Gross Net 
Thousands of Barrels 
Thousands of Cubic Metres 
2,019 2,923 2,191 
321 465 348 
2 4 3 
493 954 560 
78 152 89 
4,958 7,239 4,803 
788 Wt Wo) 763 
7,472 W120 Sor 
a} altsi7/ i TASyi 1 200 
526 746 649 
84 119 103 
648 811 635 
103 129 101 
167 234 200 
26 37 Se 
643 ae 666 
102 123 106 
245 SOG 295 
39 58 47 
2,534 2,741 2,320 
403 436 369 
613 707 Noy 
97 112 88 
59376 6,378 5), S22 
854 1014 846 
12,848 17,498 12,879 
2 041 2 78) 2 046 


Gross 


Net Wells 
Gas Dry 
8 19 
~) a2 
ie 51 
Natural Gas 
1978 
Net Gross 


Millions of Cubic Feet 
Millions of Cubic Metres 


10,057. = 15,194 
283 428 
647 472 

18 13 
443 700 
13 20 
4,428 3,362 
iZ25 95 
eReys) Ses) 
439 556 
64 39 

2 1 

268 202 

8 6 
3,771 o072 
106 143 
723 928 
20 26 
1,069 1,668 
30 47 
733 1,103 
20 31 
6,628 9,012 
186 254 

22,203 28,740 
625 810 


Total 
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In 1978, refining throughput averaged 
60,100 barrels (9 600 cubic metres) 
per day compared to 59,500 barrels 
(9500 cubic metres) per day in 1977. 
Husky refineries processed 6,400 
additional barrels (1 000 cubic 
metres) per day for another company. 
Husky has five refineries: three are 
located in the United States, at Cody 
and Cheyenne, Wyoming and at North 
Salt Lake in Utah; two are located in 
Canada at Lloydminster, Alberta and 
at Prince George, British Columbia. 
The Cheyenne and Cody refineries 
produce leaded and unleaded 
gasolines, other light oil products, 
diesel fuel, asphalts and heavy fuel 
oils. The Salt Lake refinery produces 
gasolines, diesel fuels, other light oil 
products and a high quality, low sul- 
phur fuel oil. The Lloydminster plant 
produces premium asphalt for con- 
sumption in the prairie provinces of 
Western Canada. 

At Cheyenne, work is continuing on a 
modernization and expansion project 
which will increase the refinery’s light 
oil product capability and provide 
more flexibility in feedstock selection. 
A substantial modification and de- 
bottlenecking project at the Prince 
George refinery, which was com- 
pleted early in 1979, has increased 
crude oil processing capacity from 
7,500 barrels (1 200 cubic metres) per 
day to 10,000 barrels (1 600 cubic 
metres) per day. As an effect of the 
modifications and with the addition of 
a fluid catalytic cracker, installed to 
upgrade product ratios, the plant's 
output of gasolines and distillates has 
doubled to a total of 7,900 barrels 

(1 255 cubic metres) per day. The 
Prince George refinery also produces 
type “A” asphalt as required for road 
paving in British Columbia, other 
types of asphalt, diesel fuel and light 
and heavy fuel oils. 

A strike, begun on April 19, 1978 by 
the Oil, Chemical and Atomic Workers 
at Prince George, was settled on May 
31, 1978. In the United States, collec- 
tive bargaining agreements with the 


(Page 12): North Salt Lake refinery; inset: Cheyenne refinery. 


Oil, Chemical and Atomic Workers for 
the operation of the Cheyenne, Cody 
and Salt Lake refineries expired on 
January 9, 1979. New contracts, 
within the United States government's 
voluntary guidelines, were signed on 
January 24. At the Prince George re- 
finery, a two year contract with the 
union has been signed and is effec- 
tive February 1, 1979. 


In the United States, a Department of 
Energy decision late in 1977 imposed 
a profit margin limitation on Husky’s 
United States refining and marketing 
operation no greater than the profit 
margin realized during certain non- 
representative base period years. In 
a subsequent law suit filed by Husky 
against the Department of Energy, the 
Federal District Court ruled, on March 
14, 1978, in Husky’s favor. On appeal, 
the United States Temporary 
Emergency Court of Appeals sus- 
tained the March 14 ruling and re- 
manded the case to the Department 
of Energy with instructions for recon- 
sideration of Husky’s application for 
exception relief and appropriate ad- 
justments. The matter was not fully re- 
solved at the end of 1978. 


In Western Canada, preliminary de- 
sign, engineering and evaluation of a 
crude oil upgrading facility in Sas- 
katchewan near the City of Lloydmins- 
ter is continuing as part of Husky's 
current major program to accelerate 
heavy crude oil development. 


Summary of Refinery Runs 


Refinery 
Cheyenne, Wyoming .............. 
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Lloydminster, Alberta 
Prince George, British Columbia... . 
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Husky’s plans to participate in a con- 
sortium for a heavy crude oil upgrad- 
ing plant in Alberta are continuing. 
The principal company in the consor- 
tium has recently undergone a 
change In ownership, however, and 
prior to a significant monetary com- 
mitment, Husky will assess the ef- 
fects, if any, of the change. 

An effort to reduce the amount of 
energy consumed in Husky's refining 
process, begun in 1977, was con- 
tinued during the year. The company’s 
energy consumption in refining has 
been reduced approximately 25 per- 
cent as a result of added emphasis on 
energy efficient methods and conser- 
vation practices. 


Refined Product Sales 
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Sales of refined products in 1978 were 
the highest in the history of the com- 
pany. Total refined product sales in- 
creased to 71,000 barrels (11 300 
Cubic metres) per day from 68,600 
barrels (10 900 cubic metres) per day 
in 1977. While heavy and light oil sales 
and income increased in the com- 
pany as awhole, percentage in- 
creases were substantially higher in 
the United States than in Canada. 


Heavy oil sales and income improved 
significantly in the United States in 
1978 and overall advances in heavy 
oil marketing are expected to con- 
tinue in 1979. 


Light oil sales in Canada increased 
marginally in 1978 in a period of ex- 
tremely competitive market conditions 
in the industry as a whole. In the 
United States, additional marketing 
development was limited during the 
year as an effect of restricted avail- 
ability of light oil products. Of total 
gasoline and distillate sales in the 
United States in 1978, 76 percent was 
manufactured by Husky refineries and 
the remaining 24 percent was pur- 
chased from others for resale through 
Husky outlets. 


Sales of tires, batteries and acces- 
sories increased by 64 percent in 
1978 and restaurant income also im- 
proved substantially during the year. 


Marketing capital expenditures in 
1978 included remodeling and re- 
building projects throughout Husky’s 
marketing area and the addition of 
two Car/Truckstops in Canada. These 
projects conform to the company’s 
corporate re-identification program 
which is continuing in both Canada 
and the United States. 


Improved results in automotive 
associated product sales and im- 
provements in income from restaur- 
ants are primarily an effect of the re- 
modeling activity. In addition, a 
Car/Truckstop personnel training 


program, maintained throughout 
1978, has resulted in generally im- 
proved marketing operations, includ- 
ing further improvements in customer 
service. 


Husky’s unique system of high gallon- 
age Car/Truckstops follows the Trans 
Canada Highway from the west coast 
to Eastern Ontario in Canada. In the 
United States, Car/Truckstops are 
located along interstate highways in 
fifteen western states. 


Located on commercial trucking 
routes, the large outlets are open 


(Page 14): Self-serve marketing outlet -new Husky corporate 
design, inset: New packaging design-lubricants. (Below): 
Husky House designation, Car/Truckstop. 


(Below): Wholesale marketing outlet, light oi! products. 


24 hours a day and offer diesel fuel in 
addition to gasoline and include res- 
taurant facilities for the motoring 
families as well as the commercial 
trucker. 


Car/Truckstops have large parking 
and turning areas and are continuing 
to gain added acceptance as con- 
venient stop-offs for short and long 
distance truckers. In addition, current 
design offers complete facilities for 
the family motorist including acces- 
sories and repair and maintenance 
service. Sanitary off-loading for 
recreation vehicles and house trailers 
is available together with propane and 
water re-supply. Husky currently has 
70 Car/Truckstops and associated 
Husky House Restaurants in opera- 
tion throughout its marketing chain. 


In 1978 Husky acquired the marketing 
outlets of a Winnipeg, Manitoba 
based retail gasoline marketing oper- 
ation which had marketed gasoline in 
the area under the ROCO brand name 
for more than 50 years. The transac- 
tion involved 45 Southern Manitoba 
locations which are mainly concen- 
trated in Winnipeg. 


Current Husky marketing plans 
include the implementation of a pro- 
gram emphasizing broader utilization 
of service station locations. The pro- 
gram complements the company’s 
petroleum and related sales and will 
involve upgrading restaurants, add- 
ing Husky House Restaurants and 
adapting marketing methods to make 
more diverse use of retail locations in 
a period of changing traffic and social 
patterns. 


Progress continued in 1978 ina 
program, begun in 1976, to convert 
certain Husky marketing outlets to 
operation as self-service locations. 
The program has generally resulted in 
substantial sales volume increases at 
the converted locations. 
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In 1978, Husky entered its fourth year 
as Contract Operator of an explora- 
tion program for the U.S. Department 
of the Interior on the National Petro- 
leum Reserve located on the north 
slope of Alaska. In the third year’s 
program, covering the October 1977 
to September 1978 fiscal period, 
Husky drilled 7 wells and completed 
1,900 miles (3 058 kilometres) of a 
continuing seismic/gravity program in 
the Southern Foothills, Umiat and Bar- 
row areas. 


Husky was selected as operator to 
explore and develop the 24 million 
acre National Petroleum Reserve in 
Alaska, in May 1975 and, following an 
organizational build up, had drilled a 
total of 15 wells by the end of 1978. In 
addition, seismic programs involving 
a total of 6,000 miles (9 600 kilo- 
metres) were completed in the first 
three years of operations. 


The National Petroleum Rese've, total- 
ing 37,000 square miles (95 830 
square kilometres) in area, is located 
ina sedimentary basin on Alaska's 
north slope, west of the Prudhoe Bay 
oil field. The reserve is located in the 
Arctic coastal plain and Brooks range 
foothills. 


Large scale contract operations in 
remote areas involve the establish- 
ment of extensive supply, transporta- 
tion and life support systems. The 
very long lead times involved in pro- 
curement and delivery of equipment 
and materials require detailed logisti- 
cal planning and management. 


As part of its NPR operations Husky 
established a complete camp on the 
shores of the Beaufort Sea capable of 
the housing and support of a popula- 
tion of one hundred fifty people. 
Supplies, fuel, equipment and per- 
sonnel are flown to the camp. Fora 
brief period of a few weeks in late 
summer, when waterways are Open, 
some supplies are delivered by 
barge train. 


In addition to storage and mainte- 
nance facilities, Camp Lonely has a 
completely equipped airport. During 
regular operations at peak periods, 
Camp Lonely and remote sites in the 
Reserve handle an average of 182 
takeoffs and landings per day. A 
communications system, established 
by Husky, provides direct communi- 
cations via satellite between drilling 
rig and construction sites and the 


(Page 18): lce Highway constructed by Husky for protection of 
Arctic tundra; inset: Winter drilling season — North slope of 
Alaska. (Two pictures below): Seismic operations — part of 
exploration activity on National Petroleum Reserve in Alaska. 


Anchorage offices. Directly and indi- 
rectly, more than two thousand people 
are employed as a result of Husky’s 
contract operations on the National 
Petroleum Reserve in Alaska. 


By late 1978, most of the National 
Petroleum Reserve had been cov- 
ered, at minimum, by geological re- 
connaisance surveys. In addition, 
seismic programs have been con- 
ducted over substantial areas of the 
reserve. The current year’s opera- 
tions, for example, will involve the 
completion of a seismic program 
comprising 1,600 line miles (2 414 
kilometres). At the conclusion of the 
1978-79 fiscal program, Husky will 
have completed 7,600 line miles 

(12 070 kilometres) of seismic pro- 
grams in the reserve and will have 
drilled a total of 20 exploratory wells. 
Including previous seismic activity by 
the United States Navy, a total of 
11,000 miles (17 703 kilometres) will 
have been completed over the area 
by the end of the 1978-79 project. 


While geophysical activity is useful 

in defining the presence of structures 
in the reserve area, additional neces- 
sary information on the type and 
reservoir potential of the subsurface 
formations can be gained only 
through continuing exploratory 
drilling. 


Five wells are currently drilling on the 
reserve. Of these, two are scheduled 
for depths of almost 20,000 feet 

(6 096 metres), the deepest ever 
drilled on the north slope of Alaska. 


In addition, Husky Oil NPR Opera- 
tions, Inc. has drilled five shallow wells 
near Barrow, Alaska, one of which 
discovered anew Shallow gas field in 
the area. 


At the conclusion of the current pro- 
gram, aggregate operational expendi- 
tures for the four years of operation 
under Husky management will be 
$515 million. 
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Gate City Steel’s financial and operat- 
ing results improved significantly in 
1978. 


Gate City is a wholly owned sub- 
sidiary of Husky and is engaged in 
warehousing, distribution and pro- 
cessing of steel and steel products, 
and in the fabrication of concrete rein- 
forcing bar and miscellaneous light 
steel. Gate City has thirteen plants 
located in the midwestern and Rocky 
Mountain regions of the United States. 


Gate City’s headquarters and one 
plant are located in Omaha, Neb- 
raska; five plants are located in the 
general Great Lakes area; one is 
located in Oklahoma and the remain- 
ing six are located in the mid-west 
and inter-mountain area from lowa 
south to New Mexico. 


In 1978, Gate City Steel’s sales 
increased by 17 percent to $86.4 mil- 
lion from $74 million the previous year. 
Net earnings increased by 38 percent 
to $2.3 million from $1.7 million 

in 1977. 


During the fourth quarter of 1978, 
Gate City Steel combined its Chicago 
slitting operations with the company’s 
one million square foot (93 000 square 
metres) plant in nearby Gary, Indiana. 
Operations, which had been inter- 
rupted at the Gary plant due to the 
move, have resumed. Operations 
were also interrupted in a period of 
severe winter weather conditions in 
the area early in 1979. 


In 1978, the United States Govern- 
ment introduced a ‘trigger price’ 
mechanism designed to reduce 
foreign steel imports. By the third 
quarter of 1978, the price system had 
aided the stabilization of market con- 
ditions allowing for a more orderly re- 
sale market which was reflected in 
improvements in Gate City’s margins. 


(Page 20): Custom processing steel to buyer's specifications; 
inset: Steel! coils after slitting. (Above): Stee! selection prior to 
shipment to buyer 


(Below): Trimming steel to buyer's specifications. 


(Below): Light fabrication, steel products. 


Gate City also benefited from im- 
provements in the operation of its 
earlier acquired plant at Gary, In- 
diana, which partially offset the effects 
of continued slow markets. 


Located adjacent to anumber of large 
steel mills, the Gary plant provides a 
central, or ‘mother’ warehousing func- 
tion for the company’s other plants 
and features equipment unique in the 
steel service industry. 


Capable of decoiling and processing 
heavy gauge steel coils, this equip- 
ment allows for integrated slitting, 
shearing, stacking, conveying and 
banding in one continuous operation. 
The Gary system has the capability of 
leveling steel coils up to six feet (1.8 
metres) in width, one half inch (12.7 
millimetres) in thickness and weighing 
as much as forty tons (36 metric ton- 
nes), a service previously available 
only from steel mills. 
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Husky Industries sales and earnings 
increased in 1978 and established 
record high financial results for the 
company for the fifth consecutive 
year. 


Husky Industries, as of January, 1979, 
a 90 percent owned susbsidiary of 
Husky, manufactures and markets 
charcoal briquets and associated 
products from eight plants in the 
United States. Three plants are lo- 
cated in the general Great Lakes 
area; four are in the southeastern 
United States and one Is located in 
Oregon. In a ninth plant, located at 
Romeo, Florida, the company pro- 
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duces activated carbon widely used 
in municipal water treatment. 


Husky Industries sales revenues 
increased slightly in 1978 while net 
earnings increased by 8 percent to 
$3.4 million from $3.1 million the pre- 
vious year. 


The increased earnings of Husky In- 
dustries are the result of continued 
general operational improvements 
and of aggressive marketing policies. 


During the first quarter of 1978, Husky 
Industries expanded its marketing 
areas, particularly for its instant light- 
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ing briquet product “Brix”, to New 
Zealand, Australia and Japan. Later in 
the year, the company established a 
charcoal briquet manufacturing plant 
in Oregon. 


Also in 1978, Husky Industries 
acquired a plant in Mississippi to re- 
place facilities previously damaged 
by a fire at the company’s Cookeville, 
Tennessee location. 


Two multi-hearth furnaces, installed at 
the Dickinson, North Dakota plant in 
the past two years contributed to the 
company’s improved performance 
during the period. 


(Page 22): Charcoal briquets. (Below): Selection of Husky 
Industries products 
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Financial Review 


Management's Discussion and Analysis of the Financial and Operating Summary 


The following is Management's de- 
scription of certain significant factors 
which affected the Company's opera- 
tions for 1978 and 1977 compared 
with the previous year. 


1978 Compared to 1977 


The Company's net earnings for the 
year ended December 31, 1978 were 
$55.5 million, or $5.02 per share, 
compared to $42.8 million, or $4.06 
per share, for 1977. Fully diluted earn- 
ings per share were $4.87 in 1978 and 
$3.80 in 1977. The increase In earn- 
ings results mainly from improvement 
in all segments of petroleum opera- 
tions along with less significant ad- 
vances in steel and charcoal opera- 


TONS. 


Consolidated sales and operating 
revenues increased 13% to $703.2 
million. This increase can be attri- 
buted to three major areas. 


a. Sales of refined oil products im- 
oroved $43.7 million of which ap- 
proximately 65% was due to higher 
prices and approximately 35% was 
due to higher volumes. The price in- 
creases were spread throughout light 
and heavy oil products but the higher 
volumes were principally due to 
greater gasoline sales in the United 
States. The improved sales reflect 
greater demand, particularly in the 
United States. 


b. Revenues from the production of 
crude oil and natural gas were up 
$28.0 million. Approximately 80% of 
this increase resulted from higher 
average prices received for crude oil 
(63% from Canadian production). 
Approximately 20% resulted from 
higher prices received from the pro- 
duction of natural gas (16% from pro- 
duction in Canada). The Canadian 
Government has been attempting to 
allow crude oil prices to rise to world 
levels and permitted a $1.00 per bar- 
rel ($6.29 per cubic metre) increase 
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on January 1, 1978 and another $1.00 
per barrel ($6.29 per cubic metre) in- 
crease on July 1, 1978. However, net 
of taxes and royalties, the Company 
received only about one-half of these 
increases. 


c. Revenues from steel operations 
improved $12.4 million resulting from 
a firmer market during 1978 and an 
additional plant added in late 1977. 


Cost of sales and operating expenses 
increased 11% while sales and 
operating revenues were up 13%. The 
resulting improved profit margin re- 
flected mainly sales prices which in- 
creased slightly faster than costs 
throughout the Company’s operations 
as well as improved volumes of re- 
fined oil products sold. Cost of sales 
for 1977 also contain an $11.3 million 
charge relative to the United States 


Market Information — 1978 


Market price per share 


Department of Energy entitlements 
program (see note 10 of the notes to 
the consolidated financial state- 
ments). Additionally the operator fees 
from the United States National Petro- 
leum Reserve — Alaska increased 
46% to $4.9 million. 


Selling, general and administrative 
expenses were up 12% mainly repre- 
senting general increases throughout 
the operations. 


Interest expense net was up 20% and 
reflected greater short-term and 
long-term borrowing as well as higher 
interest rates. Additionally, the adop- 
tion of anew accounting standard for 
leases, as explained below and in 
note 9 of the notes to the consolidated 
financial statements, contributed to 
the increase. 


6% Cumulative Redeemable Preferred Shares 


Series A 
1978 High 
Low 
1977 High 
Low 

Series B 
1978 High 
Low 
1977 High 
Low 


Common Shares (per Toronto Exchange) 


1978 High 
Low 
1977 High 
Low 
Dividends per Common Share 
1978 
1977 


First Second Third Fourth 
Quarter Quarter Quarter Quarter 
$39 V2 40 41 40% 
38% 39 40 392 
35 40 403% 40V2 
33% 34 40 39 
$392 40 40% 40% 
372 38 40 392 
36 40 40 40% 
32% oo 30 37% 
$30% 53% 44%, 47% 
24% 27% 37 V2 32% 
26% 29% 31% 28 
19% 24% 25 21% 
$— 0.50 — 0.50 
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Other expenses were up $6.8 million 
or 17% and include increases in de- 
preciation and amortization charges 
of $3.9 million (17%) and increases in 
depletion charges of $3.7 million 
(20%). These increases reflect 
greater investment in depreciable 
property along with an increase in the 
depletion rates amounting to 24% in 
Canada and 21% in the United States. 
Higher depletion rates are an indica- 
tion of the greater costs required to 
find and develop new oil and gas re- 
serves. Additionally, as explained in 
note 9 of the notes to the consolidated 
financial statements, the Company 
adopted a new accounting policy for 
leases. Since 1977 net earnings were 
not restated, 1978 net earnings in- 
clude depreciation charges of ap- 
proximately $1.1 million without com- 
parable adjustment to 1977. 


The provision for income taxes in- 
creased 21% to $41.2 million but re- 
sulted mainly from higher earnings. 
The effective tax rate declined 1% 
to 43%. 


Capital expenditures were $146.8 mil- 
lion in 1978, an increase of $54.8 mil- 
lion over 1977. Approximately three- 
fourths of the capital expenditures 
were financed from operations, the 
balance from other sources. 


The ratio of net earnings from opera- 
tions, expressed as a percent return 
on average total assets invested in- 
creased to 8% from 7.4% in 1977. 


1977 Compared to 1976 


The Company's net earnings for the 
year ended December 31, 1977 were 
$42.8 million ($4.06 per share) com- 
pared to $29.8 million (62.99 per 
share) for 1976. The higher earnings 
were primarily a result of improve- 
ments in all segments of petroleum 
operations. The financial information 
for 1976 has been restated to reflect a 
retroactive change in accounting for 


Capital Expenditures 


1978 1977 1976 1975 1974 
(thousands of dollars) 

Exploration $ 33,827 31,686 21,388 19,664 16,989 
Producing properties and 

pipeline facilities 55,008 33,990 21,004 31,248 21,081 

Refining and Marketing 38,199 18909 42961 10272 Se 20/46 

Other 19,784 7,413 14,054 7,144 3,435 

Total $146,818 91,998 99407 68325 62,251 


Restated — see explanation in Financial and Operating Summary. 


leases (see note 9 of the notes to the 
consolidated financial statements). 


Consolidated sales and operating 
revenues were up 19% to $620.4 mil- 
lion as a result of greater sales in al- 
most all areas of the Company’s 
business. 


Revenues from the sale of crude oil 
and natural gas increased 25% re- 
flecting both volume and price in- 
creases, of which approximately 50% 
resulted from higher prices. The gross 
volume of crude oil produced in- 
creased 7% (10% in Canada), while 
the net volume of crude oil actually 
declined 5% (11% in Canada). The 
decline resulted from a change by the 
Saskatchewan government in its 
method of revenue collection on oil 
production from a surcharge to a roy- 
alty basis. Although the new method 
has the effect of reducing net crude 
oil production volumes, the change 
has not significantly affected the 
Company's production income per 
barrel produced. The net volume of 
natural gas produced increased 
about 10%. The Company has the 
ability to produce natural gas ata 
higher rate but is limited by the 
market. 


Revenues from the sale of refined 
petroleum products increased an 
overall 21% including an increase 
from the sale of asphalts and heavy 
fuels of 12% and gasoline and all 
other products of 24%. Prices for both 


classes of products increased over 
the previous year’s level as demand 
improved in 1977. The volume of light 
petroleum products was up 28% in 
Canada and 5% in the United States. 
The large increase in Canada was 
primarily as a result of the acquisition 
of additional refining and marketing 
assets in November, 1976. Addition- 
ally, more service stations were con- 
verted to self-service units in both 
Canada and the United States during 
1977. The volume of asphalts and 
heavy fuels sold in Canada was 33% 
higher in 1977 but, coupled with the 
decline in the United States, the total 
volume was down 4%. The increased 
volume in Canada can be attributed to 
additional capacity purchased in 


Sales and Operating Revenues 
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November, 1976 and a greater de- 
mand for asphalt in the Western prov- 
inces. The production of asphalt was 
reduced in the United States in late 
1976 because of low demand for the 
product. The planned reduction was 
accomplished by altering crude pro- 
cessed to lighter feedstocks. The 
Company’s dependence on the vol- 
atile asphalt market will be further re- 
duced by the installation of coking 
facilities at its Cheyenne refinery, 
scheduled to be completed in mid 
1979. 


Revenues from steel operations in- 
creased 7% to $74 million. Earnings 
before income taxes were down 31% 
0 $3 million. Profit margins continued 
to be down because of low priced 
foreign and domestic steel and rising 
-osts in all areas of operation. 
Re evenues from charcoal operations 
increased 3% to $37 million primarily 
because of price increases. The vol- 
ume of briquets sold declined 8% re- 
sulting from raw material shortages 
Hien were caused by work stoppage 
at suppliers’ facilities. Earnings before 
income taxes were up 14%. 


Consolidated cost of sales and 
operating expenses increased 18% 
while sales increased 19%. The result- 
ing improved profit margin primarily 
reflects more profitable refining and 
marketing operations in the United 
States. Costs, particularly crude oil 
costs, rose at a lower rate than sales 
prices. Demand for both light and 
heavy oil products was firmer in 1977 
and the volume of less profitable 
heavy oil products was reduced as 
explained above. The improved profit 
margin was achieved in spite of a 
charge of $11.3 million relative to the 
United States Department of Energy 
entitlements program (see note 10 of 
the notes to the consolidated financial 
statements). Additionally, higher 
prices for crude oil and natural gas 
provided a better margin for the pro- 
duction of those products in Canada. 


26 


Selling, general and administrative 
expenses were 16% higher in 1977. 
This increase was caused by general 
cost increases throughout the opera- 
tion and to an expanded level of busi- 
ness activity. 


Interest expense increased only 3% 
in 1977. However in 1976 interest 
includes an amount of approximately 
$1 million resulting from a retroactive 
change in accounting for leases with 
no comparable adjustment in 1977. 


Business Segments 


Debt financing, both short-term and 
long-term, was at a higher level during 
most of 1977. Interest rates also 
began rising in 1977. 


Other expenses were up $3 million 
(9%) and included increases in de- 
preciation, depletion and amortization 
of over $5 million (16%). Depreciation 
was 15% higher and resulted from 
greater investment in depreciable as- 
sets. Depletion was up 14% reflecting 
both greater expenditures in explor- 


Year ended December 31, 


1978 1977 1976 1975 1974 
(thousands of dollars) 
Information by Industry Segment 
Sales 
Petroleum 
Crude oilandnaturalgas $118,803 94230 75,426 65,008 50,171 
Asphalts and heavy fuels 84,599 73,903 65,928 74,102 66,455 
Gasoline, light fuels 
and other 374,780 341,532 276,346 226,263 218,940 
5/8;182. 509,665" 417,700 « 365;378= 335,066 
Steel warehousing and 
processing 86,428 73,980 69,083 61,816 79,270 
Charcoal 38}558) 36,724 5° -35,574° | 27202050 20:470 
Consolidated total $7033168 “6201369 522°357" 45439191435, 306 
Operating profit 
Petroleum production, refining 
and marketing $103,312) - 81778 59,384 ~*68.389% aaa 5719 
Steel warehousing and 
processing 5,223 3,918 9,101 6,326 7,851 
Charcoal 6,509 5,839 5,267 3,809 1,498 
115,044:5591'535, 69,752 7 «f8, 52462 86a 
Interest expense (16,318) (13,595) (13,203) (10,988) (10,193) 
General corporate and 
minority interest (2:05d)pat ty bO2 hams le t/3) (456) (583) 
Consolidated earnings 
before income taxes $96,675 76,778. 955:3/65 367,080 Baro2i0a2 
Identifiable assets 
Petroleum production, refining 
and marketing $686,239 545,721 481,095 395,418 361,528 
Steel warehousing and 
processing 45,719: 48,372, 43,6805 232,798) @3i-2B9 
Charcoal 34,322 -19,729, 16,686. -16,077. > 44,590 
766,280 613,822 541,461 444,293 407,407 
General corporate 112 48 ihe 29 160 
Consolidated total $766,392 613,870 541,476 444,322 407,567 


ing for and developing petroleum re- 
serves and a greater volume of pro- 
duction. 


Income taxes increased 33% to $34 
million as a result of greater earnings 
in 1977. The effective rate declined 


compared to $42 million in the previ- 
ous year. Capital expenditures in 1977 
were financed primarily from opera- 
tions. 


The ratio of net earnings from opera- 
tions, expressed as a percent return 


aa ee a PM SETS SiR UC DOSS UST STS RBS ETA TL STE SSSA RDS TN SS 
Eee a a er eS BRST SU SE YB EN a ie SS RE ER PTE 


Source of Funds 


2% to 44%. 


Capital expenditures for 1977 of $92 


on average total assets invested 
increased from 6% in 1976 to 7.4% 


million were $7 million less than in 
1976. Exploration and development 
expenditures amounted to $66 million 


Business Segments 


in 1977. 


Year ended December 31, 


1978 1977 1976 1975 1974 
Information by Geographic Area (thousands of dollars) 
Sales 
Canada $236,564 209,658 147,312 113,586 104,970 
United States 468,109 4129385 376,454 344528 333,581 
Other — an == — == 
Elimination of inter- 
segment sales (1,505) (2,224) (1,409) (3,723) (3,245) 
Consolidated total $703,168 620,369 522,357 454,391 435,306 
Operating profit 
Canada Ge Gil 52059 COC te OnOOMmMEA Atom OT OO5 
United States 42,196 33,920 25,479 34,064 29,707 
Other (3,304) (1,681) (832) (277) (204) 
Nit S:044 Ree Oil oS SmemOONiOe 78,524 62,868 
interest expense (16,318) (13,595) (13,203) (10,988) (10,193) 
General corporate and 
minority interest (2205.1) (G2) melee) (456) (583) 
Consolidated earnings 
before income taxes $096,675.00 16101 CAO.) OMG DOU mmo aU le 
Identifiable assets 
Canada $351,824 281,600 257,918 199,264 176,528 
United States 396,170 320,845 275,511 241,374 229,470 
Other 18286 eli ieovt 8,032 S,ca5 1,409 
766,280 613,822 541,461 444,293 407,407 
General corporate 112 48 15 29 160 
Consolidated total $766,392 613,870 541,476 444,322 407,567 


Restated — see explanation in Financial and Operating Summary. 


Sale of Issue of 
Assets common 
2% shares 1% 
Issue of 
Operations long-term 
82% debt 15% 


Use of Funds 


Dividends 
7% 


Reduction in 
long-term 
debt 7% 


Additions 

to property, 

plant and 
equipment 86% 


Zi 


Year ended December 31, 


1978 1977 
lis Soe ge Ea aS 7031 68. 620,369 
y expenses 2. ae ean ees ed tiie ae 499,481 450,781 
rative expenses. 4k als aaaee ae 42,952 38,309 
; 16,318 13,595 
(1,979) (17g) 
26,951 23,070 
22,099 18,393 
671 620 
606,493 543,591 
ea Pee en ee Pe: 96,675 76,778 
Be ye = Be te aes toot tome ae 24,267 22,360 
ee ee 16,948 11,611 
. 2 , 41,215 33,971 
$ 55,460 42,807 
$5.02 4.06 
$4.87 3.80 
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Husky Oil Ltd. 


Consolidated Statements of Other Paid-in Capital 


and Retained Earnings 


(stated in thousands of dollars) 


Balance at beginning of year as previously reported 


Retroactive adjustment resulting from 


Gapitalizatlomomeases (Note 9)... 3... evens ela eee 


AS (OSBUAG) os 505 6 o Qe ee ee) 


Add 
Credit arising from sinking fund 


redemption of preferred shares ................... 


Excess of consideration received over par value 


Oneommmonsmaresissued (note 6). ...........:0e0es 
NGRSETIAGIS. oc oye Cerin eA sere 


Deduct 
Cash dividends 


PISISGSE! SARS... dass ae ee eae a 
COMMON SMES See one ee es ee 
Provision for redemption of preferred shares ......... 


Bale cra nen Oly Cahme aside ooh. 5 psa: os oo ge eee 


See accompanying notes to consolidated financial statements. 


Wels 


$96,271 


96,271 


1,764 


98,035 


$98,035 


Year ended December 31, 
Other Paid-in Capital 


VENTE 


74,874 


74,874 


On eke 


262/01 


Soria 


Retained Earnings 


1978 


153,920 


(2,315) 


151,605 


181 


55,460 
207,246 


469 
10,964 
420 


11,853 


195,393 


Sia 


(Restated) 


1205135 


(2,315) 


i OLe 


ere 


42,807 
160,804 


493 
8,287 
419 


93199 


151,605 


Husky Oil Ltd. 


Consolidated Balance Sheets 


(stated in thousands of dollars) 


December 31, 
1978 1977 

Assets (Restated) 
Current assets 

(OF: 1) d I Nome Cos ye ym ee eh ke ea ty ace $ 11,432 11,948 

Accounts and notes receivables. 2c. ee | ip aientieiis ces rel rereieateeiivir iene teet hea eer 156,877 113,424 

Inventories at lower of cost or net realizable value (note 2) ....................005- 78,800 66,678 

Prepaid Expenses oi. sia (lek Ba tee le Ney eerste ea ce ae LOS 

Total Current ASSETS. 5. siicy cel ilvkc pice a eine crea eect ne eegnetae ER ea a 248,061 192,815 

Notes receivable and miscellaneous assets — 

at cost less amounts Written:Ofl > aos) y erence iereeecn cee elt ae an nent tn ae 7,418 6,730 
Unrecovered costs — Santa Barbara project (note 3) .............................. — lgeOu 
Property, plant and equipment — at cost (note 4) 

Oil and gas properties ANG CQUIOMIS Tiere eee tener iste eee eet ee 420,561 345,927 

Refining, manufacturing, marketing, transportation facilities and other assets ....... 331,579 279,149 

Accumulated depreciation’ amd anmOmriZzeriony acme een ie seer ener te sean nen (170,904) (149,429) 

Accumulated depletion ssc 5.25. sim setanercae teeta skeet easeat tere te ee aa ee (74,922) (73,260) 

506,314 402,387 
Other intangible assets — at cost less amounts written off .........................- 4,599 4,731 
$766,392 613,870 


See accompanying notes to consolidated financial statements. 
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December 31, 


aac ; 1978 
Liabilities and Shareholders’ Equity 
Current liabilities 
INGle moa ele MONO aIKS (MOLE' 2). 0 ee ee ee Sa ae ge ee $ 60,554 
Become payaleraic.accrued liabilities 2:4. ic... eee c dae es hee ee 139,345 
FROCIMNE HESS |OEELOlIer Aaa ett a none eRe NN cP Ma! oe tle Re ee ee 202 
HonGsenimacorcduewithinone year (note 4)....... 1.0). -s.. asses eee ee 11,050 
GE) QUINCE SSS ee nn ret rere, OR tae ou eee Meg fee PAVE) TEN 
RONG a CUNT OIMUINO OP | regen crc ec a. 0s Pig Ga tagls ea ee Ree cE een wee geen ee 145,946 
Deferred credits 
PB elemc Om me onmewtaxc si (OLED) 9.0: s/s aida wiv ee ecm loa Ae eae etn ree icra a eee ee 85,650 
CHUTE ca sé o a 0's igs, Olean nee heen he RO OO Ks AU oP oct neh tae a ye aie 2,627 
88,277 
MInGiWamelestmcomsoldated SUDSICIALY 1c: 1A eects 1 eaeetase le etnias Rae ae are 3,251 
Shareholders’ equity (note 6) 
Cumulative, redeemable preferred shares, par value $50; authorized 
623,550 shares, issued 154,964 shares in 1978 and 161,073 shares in1977 ....... 7,748 
Common shares, par value $1; authorized 40,000,000 shares, issued 
Oo OZorshaies ilo fo and 10,924./33 shares in tO, see ee ee 10,994 
Undistributable capital surplus arising from purchase and 
REG MON OMODiOleMOCISMATES ios a asa aS one Sree rates als at Elin Geert sare unten eer 3,037 
(COUMGH [GEUGI SHA Ce Tees Se ieee ean ee ere Beare er, trek coh an 2 OA eo 98,035 
Gil NSC SSIES Se alee Me ee Rie ey reat cians sae acre 195,393 
S1o207, 
Contingencies (notes 9 and 10) 
$766,392 


Approved on behalf of the Board on February 7, 1979 W.D. Dickie, Q.C., Director R.N. Dalby, Director 


1977 
(Restated) 


24,300 
99,339 
8,534 
6,254 


138,427 


134,788 


67,412 
OGn 


68,489 


2,580 


8,053 
1 OIG 25 
eye 


Jo2h 
151,605 


269,586 


613,870 


Husky Oil Ltd. 


Consolidated Statements of Changes in Financial Position 


(stated in thousands of dollars) 


Funds provided 


Net Garmings oo. 'e come eocic Bie eR pa ae ee 


Add items not requiring working capital 


Depreciation, depletion and amortization ...................5. 
Deferred income taxes: 5271s eae qe nese see reed ea 
Minority interest. 5.5). Sk ee eee eee eee 
Other oe i aise sila edi a a, lose 


Working capital provided by OD CraliOi Stress ce tnt anrnnnan 
Issue Of COMMON SHAPES 5. 2 Gee mite re eevee ceed gn nee 
Sale of assets i... 5... ccs 75 eee ie ae ee eae re wee 
Issue of long-term Cebt:. :5.)52 ea ereseer noel ere reer 
Other os. cee cc UL AS ee 


Funds used 


Additions to property, plant and equipment...................... 
Reduction in long-terrn Get eax aren tet eee eee 
Retirement of preterred Sires iz enri yee etree iets ete ree 


Dividends 


Preferred shares 3 cj 0G 5S cet eas ree an 
Common shares <. 42. 2a 2 es 


Increase (decrease) in working Capital issn 


Changes in components of working capital 
Increase (decrease) in current assets 


Cash oe. ee cay cee ae 


Increase (decrease) in current liabilities 


Notes payables. iu.) ee ee net ee 
Accounts payable and accrued liabilities ae. ase ee ee 
Income taxes payable 2 25a sae neele eee eee ee eee 
Long-term debt due within one year marae mime een ten neni 


increase (decrease) in working Capital ye eee 


See accompanying notes to consolidated financial statements. 


Year ended December 31, 


1978 1977 
(Restated) 
$ 55,460 42,807 
49,050 41,463 
18,238 15,001 
671 620 
(1,007) 240 
122,412 100 oa 
1;833 22,518 
2,862 6,410 
22,889 15,453 
282 501 
150,278 145,013 
146,818 91,998 
11,826 38,374 
239 292 
469 493 
10,964 8,287 
170,316 139,444 
$ (20,038) 5,569 
$ (516) 997 
43,453 o225 
i We ee (3,392) 
187 (142) 
55,246 28,688 
36,254 (2,950) 
40,006 24,931 
(5,772) 4,832 
4,796 (3,694) 
75,284 23,119 
$ (20,038) 5,569 


Husky Oil Ltd. 


Notes to Consolidated Financial Statements 


December 31, 1978 and 1977 


1. Significant Accounting Policies 


The consolidated financial statements include the accounts 
of all subsidiaries. The Company owns 80% of the shares of 
Husky Industries, Inc.; all other subsidiaries are wholly 
owned. United States subsidiaries are included at $1.00 
U.S. = $1.00 Cdn. The Canadian dollar was quoted in New 
York City at $0.8435 U.S. = $1.00 Canadian at December 
31, 1978 and $0.9142 U.S. = $1.00 Canadian at December 
31, 1977 (see note 12 — Foreign Currency Translation). 

Substantially all of the companies’ exploration and pro- 
duction activities related to oil and gas, are conducted 
jointly with others and accordingly the accounts reflect only 
the companies’ proportionate interest in such activities. 

The companies employ the “Full Cost’ method of ac- 
counting and capitalize all North American exploration and 
reserve development costs. These costs are depleted on 
composite unit-of-production methods based upon proved 
developed reserves, as estimated by company engineers 
(see note 12 — Oil and Gas Accounting). 

The cost of acquiring, exploring and developing oil and 
gas interests outside of North America, and all mining in- 
terests, have been capitalized pending the outcome of 
exploration in each area of interest. These costs are being 
amortized at an annual rate of 20% pending reserve de- 
velopment. Unamortized costs will be depleted by the 
method set forth above if sufficient reserves are developed. 
The unamortized costs of an abandoned area are charged 
against earnings at the time of abandonment. Unamortized 
costs at December 31, 1978 and 1977 amounted to 
$17,288,000 and $10,600,000, respectively (see note 12 — 
Oil and Gas Accounting). 

Depreciation of certain production equipment is pro- 
vided by the unit-of-production method. Depreciation of 
substantially all other depreciable assets is provided by the 
straight-line method at rates based upon their estimated 
useful lives as follows: 


Classification Rate 
Refining and marketing facilities including 
buildings and refinery equipment .............5. 2.5-20% 
Transportation facilities and equipment ............ 5.0-50% 
Production equipment (excluding equipment 
depreciated by unit-of-production method) ...... 7.1-10% 
Various 


Mien Oeoreciable ASSES... cee ee 


Substantially all inventories, excluding materials and 
supplies which are stated at average cost, are valued at 
cost on a last-in, first-out basis. 

Income tax expense is reduced by flow through of the 
allowable investment tax credit. 

Other tangible assets with limited economic lives are 
being amortized on a straight-line basis over their esti- 
mated lives. 

Proceeds received from gas take-or-pay agreements are 
deferred and taken into income as production occurs or 


Mee SM MK MT T= 8 RAS EELS A AS NE LINE NT TBS SE LI I SATO IS EI OTE 
a aa IIS ES Sy GS ae ES NS UU A SIF ER TE DS IS FET ESTEE 


upon expiration of the contract period. 

The retirement and pension plans of the Company and its 
subsidiaries are contributory and are available to substan- 
tially all permanent employees. The policy is to fund ac- 
crued pension costs as determined by actuarial studies. 
The unfunded past service costs are being funded and 
charged to operations over periods ranging from 10 to 20 
years. 

Certain long-term lease transactions relating to the 
financing of property, plant and equipment are accounted 
for as puchases of property. The capitalized lease obliga- 
tions reflect the present value of future rental payments 
discounted at the interest rate implicit in the lease, and the 
corresponding amount is capitalized as the cost of the 
assets and depreciated over the assets’ estimated 
economic lives (see note 9). 

Basic earnings per common share are based on the 
weighted average number of common shares outstanding 
during the year. Fully diluted earnings per share are com- 
puted as if all outstanding options, warrants, stock bonus 
shares awarded, or conversion privileges were exercised 
at the beginning of the year. 


2. Inventories 


The major categories of inventories at December 31, are 
summarized below: 


1978 1977 
(in thousands) 
Crude oil and refined oil products ......... $39,222 33,452 
SleelanG Steel MiOCUCTS eee anna minaret 16,853 18,316 
Charcoal briquets and raw materials ...... 14ods 2s} 
70,388 59,981 
MatetialstanGisuip plics sae arene 8,412 6,697 
$78,800 66,678 


If the first-in, first-out method had been used to value 
inventories, the amounts would have been approximately 
$35,908,000 and $30,407,000 higher than reported at 
December 31, 1978 and 1977. 

A general assignment of receivables and inventories of 
certain Canadian subsidiaries has been given as security 
for $17,523,000 in notes payable to banks. 


3. Unrecovered Costs — Santa Barbara Project 


Unrecovered costs of the Santa Barbara project of 
$7,207,000 represent the unamortized cost of oil and gas 
leases off the coast of California acquired in 1968 which 
expired in 1973. In February, 1969, the Secretary of the 
Interior of the United States of America amended the regu- 
lations relating to drilling for oil and gas on the outer conti- 
nental shelf and imposed an unlimited liability regardless of 
fault for damage caused by oil escaping. The Secretary 
also suspended drilling on these leases. As a result, ex- 
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oloratory operations on the leases were discontinued and 
several companies including Husky Oil Company filed suit 
against the United States of America requesting repayment 
of acquisition and exploratory costs incurred or compensa- 
tion for the value of the leases. The court ruled in favor of the 
United States of America on January 24, 1979 and, as 
previously anticipated, all costs associated with the project 
were added to depletable costs at December 31, 1978 and 
depletion was provided for the year. 


4. Long-term Debt 
Long-term debt at December 31 consisted of: 


Maturity 1978 1977 
(Restated) 
(in thousands) 
Husky Oil Ltd. and 
Canadian Subsidiaries 
(stated in Cdn. $) 
Secured 
Sinking fund debentures 
6%: SErieS Ao iy Shei eee 1984 $ 8,963 9,795 
634% Senes Bi wee 1987 4°27 Omen, ale 
812%: Series Cue ene 1991 12,834 12,975 
Notes payable — Other ...... Various 4,381 iL eS 
Unsecured 
Notes payable 
9% —(1978— $18,006,000 U.S., 
1977 — $19,902,000 U.S.) 1982 17,480 19,553 
34% OVEr PHIM aetna 1983 9,500 10,000 
67,434 69,270 
Husky Oil Company and 
United States Subsidiaries 
(stated in U.S. $) 
Secured 
Long-term lease obligations .. Various 13,584 14,241 
Notes payable 
AWE EM MO} IOS cdi cloo nh nnn ec se Various 8,826 9,586 
Unsecured 
Notes payable 
114 So ane en ea 1991 25,000 25,000 
112% of prime plus 
Y4of1%perannum...... 1986 20,000 — 
SS yA Cis es i kat So 1984 15,000 15,000 
Pr CMlOMSW ENO Kauss cia not dee Various Wlo2 7,945 
89,562 71,772 
Total long-term debt ........... 156,996 141,042 
Less amount due within 
ONG. YVEAl Ada eee 11,050 6,254 
$145,946 134,788 


Interest on long-term debt was $13,705,000 and 
$11,928,000 in 1978 and 1977, respectively. Assets of sub- 
sidiaries with an aggregate cost of approximately 
$54,800,000 and $49,600,000 on December 31, 1978 and 
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1977, respectively, are specifically pledged as collateral. 
Additionally, the Company has pledged the common 
shares of certain wholly owned subsidiaries and given a 
first floating charge on all other assets of the Company and 
its subsidiaries presently owned or hereafter acquired as 
security for the Series A, B and C Sinking Fund Debentures. 

Aggregate annual maturities of long-term debt, including 
the present value of minimum lease payments, for the five 
years subsequent to December 31, 1978 are: 1979 — 
$11,050,000; 1980 — $12,413,000; 1981 — $14,722,000; 
1982 — $33,299,000; 1983 — $15,370,000. 


5. Income Taxes 

The income taxes charged to earnings for the years ended 
December 31, 1978 and 1977 are made up of the following 
components: 


Canada WES: 
Federal and Federal and 
Provincial State Total 
(in thousands) 
1978 
Cunrentitaxes eee $20,086 4,181 24,267 
Deferred taxes 
GUITENLS ne cree eee — (1,290) (1,290) 
NOn=CUnKe nineteen 9,418 8,820 18,238 
$29,504 WALA 41,215 
1977 
Cuirenttaxcsi eee $18,060 4,300 22,360 
Deferred taxes 
GUITEIITE Res cre oer — (3,390) (3,390) 
Non=eulire nineteen TAA 7,890 15,001 
$25,171 8,800 33,971 


The provision for deferred income taxes consisted of the 
following timing differences: 


1978 BRS Te 


(in thousands) 
Lease acquisition, drilling and 


exploration costs (net of depletion)...... $14,484 9,998 
Taxcand book deprectationanc tase seu ee 5,539 7,167 
Accrual for probable loss (see note 10) .... (1,250) (3,390) 
OUST aed a Ga ren a emi (1,826) (2,164) 

$16,947 11,611 


Total income taxes amounted to $41,215,000 in 1978 and 
$33,971,000 in 1977, an effective rate of approximately 43% 
in 1978 and 44% in 1977. These totals are less than the 
amount of $45,437,000 in 1978 and $36,086,000 in 1977 
computed by applying the combined expected Canadian 
Federal and Provincial tax rates to earnings before income 
taxes. The reasons for these differences are as follows: 


1978 1977 
Amount %of Amount % of 
(inthous- Pretax (inthous- Pretax 
ands) Income ands) Income 
Computed “expected” 
taXEXDENSC meine aa ness hc. $45,437 47 $36,086 47 
Increase (decrease) in 
taxes resulting from: 
Royalties, lease rentals 
and mineral taxes 
payable to the 
Crown, net of Pro- 
vincialrebates ...... Ook} 20) hope! 20 
Resource allowance on 
Canadian production 
(RKOOINRIE: 5 c Yowoe oo aee (13,952) (14) Glk G73) GS) 
Tax depletion on 
Canadian pro- 
ductionincome ..... (4,723) (5) (24223 en) 
Miscellaneous ........ (5,080) (5) (37-83) mmr lo) 
$41,215 43 $33,971 44 


Income tax expense has been reduced by investment tax 
credits in the amount of $4,282,000 in 1978 and $1,927,000 
in 1977. 


6. Capital Shares 
The Series A and B preferred shares require annual sinking 
funds to redeem 2,100 Series A shares at $53.50 per share 
and 5,850 Series B shares at $52.50 per share. 

At December 31, preferred shares were issued and out- 
standing as follows: 


1978 1977 
DEMS VO Jol Mia Wana vem s ces 8 40,678 42,162 
DEMS SO. Ome Pte. dee 6 0 114,286 118,911 
154,964 161,073 


Common shares were issued during the years ended 
December 31, 1978 and 1977 as follows: 


Credited to 
Number Other 
Common Share Paid-in 
Shares Consideration Capital Capital 
(in thousands) 
1978 
Cash (issued on exercise of 
stock options and stock 

41,740 purchase warrants) ........ $42 831 
Pf NSO) SHOCK INONUS. oon 0 aeaunoonene Tf 933 
69,290 $69 1,764 


Sa ae aaa a NT PES 2 NGS TLE, SRS RO I LI IR PIES NT i NR LTS OY PRISE 
a A I ea SPSS SSO TS IO TES SRT TS SSE FN I I TION 


1977 
Cash (issued on exercise of 
stock options and stock 


520 purchase: warlants iy. aoe $ 1 6 

IGIOO SiGOIGORUS .ccoccecassececar 19 SOS 
Conversion of convertible 

1,102,300 debentures—net.......... 1,102 21,036 

le eoeO) Sl Wee Bil wey 


Common shares have been reserved for issue as follows: 


1978 1977 
257,720 298,960 Shares for Series E stock purchase 
warrants at an exercise price of $21.00 
per share expiring August 15, 1981. 
18,550 19,050 Shares under a share option plan for 
officers and employees at prices 
ranging from $6.77 to $12.94 per share 
and which generally expire in the year 
following termination of employment. 
425,850 153,400 Shares under a stock bonus plan for 
key employees until December 31, 1993. 
OZ N2O Py 474470 


At the Annual Meeting of shareholders held on April 12, 
1978, the shareholders approved an amendment to the 
Company’s stock bonus plan which: (1) increased the 
maximum number of shares which may be awarded from 
200,000 to 500,000, (2) provided that a maximum number 
of 75,000 shares may be awarded for issue under the plan 
in any calendar year or in any period of ten consecutive 
months, and (3) extended the term from December 31, 1989 
to December 31, 1993. As of December 31, 1978 and 
December 31, 1977, the Executive Compensation Commit- 
tee of the Board of Directors had made awards, net of 
forfeitures, totaling 207,650 and 139,550 shares, respec- 
tively, of which 74,150 and 46,600 shares had been issued 
at December 31, 1978 and 1977, respectively. 


7. Pension and Retirement Plans 

Total pension expense was $3,138,000 and $2,855,000 for 
1978 and 1977, respectively, which includes amortization of 
the past service costs. Based on actuarial reports, the 
assets of the plans exceed the total actuarially computed 
value of vested benefits for employees. The unfunded past 
service costs amounted to $2,666,000 and $2,811,000 at 
December 31, 1978 and 1977, respectively. Such amounts 
are being funded and charged to operations over periods 
ranging from 10 to 20 years. 


8. Officers and Directors Remuneration 

The Company had 15 directors and 17 officers in 1978 and, 
during 1977, had 12 directors and 18 officers, 2 of whom 
served in both capacities in both years. Remuneration was 
as follows: 
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Directors Officers 
Paid by 1978 1977 1978 1977 
(in thousands) 

Husky Oil: Etec tsar nee een $ 87 63 
Husky Oil Operations Ltd. ..... 697 §=6307 
Husky Oil Company tseemersceae 32 36 1254 ei2O 
Husky Oil NPR Operations, Inc. 22 

$119 99 1,951 1,449 


9. Lease Commitments 

The companies conduct a minor portion of their operations 
with leased facilities which include service stations, refinery 
equipment, transportation, office and other miscellaneous 
equipment. Contingent rentals are paid to lessors of certain 
service stations and are based upon sales volumes in ex- 
cess of stipulated minimums. The terms of the numerous 
leases vary significantly. Some leases have renewal options 
and others have purchase options. 

During 1978 the Company retroactively adopted the 
recommendations of the Canadian Institute of Chartered 
Accountants and the United States Financial Accounting 
Standards Board in regard to accounting for leases. This 
change had no material effect on the earnings for 1977 and 
1978 but resulted in a reduction of retained earnings at 
January 1, 1977 of $2,315,000. 

Assets under capital leases recorded in the property, 
plant and equipment accounts at December 31 are sum- 
marized as follows: 


1978 1977 
(in thousands) 

Service StallOnSaui ci ei Teena eee $12,111 12,496 
Refineries :c.¢ BO Rae See et ee 8,000 8,000 
Glin ener cn MMA et en oie an ow 993 868 

21,104 21,364 
Accumulated depreciation ............ (10,814) (9,973) 

$10,290 11,391 


The following is a schedule of future minimum rental pay- 
ments at December 31, 1978, required by year under non- 
cancellable leases that have terms in excess of one year. 

CapitalLeases Operating Leases 


(in thousands) 


TOLD oases aie ene ea NSnzaeitshs) ey se 
1 OBO iat area Ai a et 1,993 1,483 
TOG tis aihatl 3 vee eee ee ce 1,972 646 
VOB 2 5: Asso ie eee cae a 1,897 227 
TOBS yk 7 a eee tel On teeee 1,898 106 
Later yearsic cic see ene ae ee 12,695 46 
Total minimum lease payments 22,640 5,240 
Less imputed interest ........ 9,056 
Present value of minimum 
lease payments ........... $13,584 


The following schedule shows the composition of total 
rent expense for all operating leases. 


1978 1977 

(in thousands) 
Minimum Tents 25 serene eee era $5,394 8,317 
Contingent remts gaya sent eet SS 390 
Sublease rents canes eae (435) (2,810) 
$5,474 5,897 


10. Contingencies 


The petroleum operations of the Company in the United 
States are regulated extensively by the United States De- 
partment of Energy (DOE), which controls crude oil and 
refined product allocation and the prices of crude oil and 
most refined products. The regulations are extremely 
complex and are continually being changed. This results in 
many areas of uncertainty which may require further in- 
terpretation. The DOE, which is presently auditing part of 
the year 1973 and all of the year 1974, may and, in some 
cases has raised questions that could involve significant 
sums. Many of the regulations need further clarification, 
and litigation may be required to obtain resolution. While the 
ultimate outcome cannot be determined at this time, in the 
opinion of Management, the Company is in substantial 
compliance with the regulations as issued and any liabilities 
which may result would not be material to the financial 
position of the Company. 


The entitlements program, administered by the DOE, was 
instituted in 1974 in an effort to ameliorate inequities arising 
out of the United States government’s multi-tier crude oil 
price program. A subsidiary obtained exception from the 
entitlements program through September, 1977 con- 
ditioned on maintenance of a profit margin no greater than 
the profit margin realized by the subsidiary’s refining and 
marketing operations in certain base years. In the fall of 
1977 the subsidiary filed a suit against the DOE seeking to 
enjoin enforcement of the restrictive profit margin limitation. 
The Federal District Court entered a decision finding the 
DOE's requirements, as applied to the subsidiary, to be 
arbitrary and capricious. On April 12, 1978, the DOE filed an 
appeal to the Temporary Emergency Court of Appeals 
(TECA), which, on August 10, 1978, sustained the ruling of 
the District Court. The matter was remanded to the Agency 
with directions to reconsider. The DOE reopened the pro- 
ceedings on October 19, 1978 and requested additional 
financial information. The impact this decision will have 
upon the Company will not be known until the DOE com- 
pletes its reconsideration, as directed by the courts. At 
December 31, 1978 and 1977 the Company has provided 
$11,282,000 for entitlement costs relative to 1977. In the 
year the matter is resolved, retained earnings would be 


affected by approximately one-half of any change to the 
entitlements provision. 

The Company and its subsidiaries are defendants 
in various lawsuits at December 31, 1978. While it is 


11. Business Segments 


The following is an analysis of certain consolidated financial 
information by industry lines and geographic areas. 


1978 1977 
Information by Operating Identifiable Operating Identifiable 
Different Industries Sales Profit Assets Sales Profit Assets 
(in thousands) 
PelrOleUrnit eater pobre ar fer g Pe 7 $578,182 103,312 686,239 509,665 81,778 545,721 
DULCE 4) hey Rasa Ae crete Ain 's" 86,428 5,223 45,719 73,980 3,918 48,372 
ChatCoOdlenptmmmn th keene at ian ts. | 38,558 6,509 34,322 36,724 5,839 19,729 

GONMMDING Ciera ceee ato oe «ae ei 703,168 115,044 766,280 620,369 OT, 535 613,822 
Geneéral.corporatciuer es meteatatn (1,380) 112 (542) 48 
IMtSTEST ANGE irate wens aces tks, rene (16,318) (135599) 
Minorityiitee Steiner tnt erie, fetus (671) (620) 

Gonsoldatecdieue can. were cerry $703,168 96,675 766,392 620,369 76,778 613,870 
Information by Different 
Geographic Areas 
CANA Gey tepe pray inet sat. tis hes: $236,564 76,152 351,824 209,658 59,296 281,600 
UinmecdiS tales terme wren Aare eyed: 468,109 42,196 396,170 412,935 33,920 320,845 
OU Fee brie ee oe. alee hs, (3,304) 18,286 (1,681) Tales iV. 
Adjustments & eliminations ......... (1,505) (2,224) 

COMmbIned Bemrgmun tee a heen ir, 703,168 115,044 766,280 620,369 OT 030 613,822 
Generaliconrnoeralcraac aa era. (1,380) 112 (542) 48 
IMtEreSiGHGI) parentage enters err eats ao (16,318) (13,595) 

NMIROTMAY IMME oo dbo oc poms bee pene (671) (620) 
CONSONAAtTSC meester cee ws $703,168 96,675 766,392 620,369 76,778 613,870 


The companies operate principally in three industries: 
petroleum, steel and charcoal. Petroleum operations in- 
clude the exploration for and the production of crude oil and 
natural gas, the refining of crude oil, the wholesale and retail 
marketing of refined petroleum products, and the pipeline 
transmission of crude oil, natural gas and finished prod- 
ucts. Steel operations include warehousing, processing 
and fabrication, and distribution of steel and steel products. 
Charcoal operations include the production and marketing 
of barbecue briquets, activated carbon and other charcoal 
products. 


Operating profit is total revenue less operating expenses. 
In computing operating profit, none of the following items 
have been added or deducted: general corporate ex- 
penses, interest expense, minority interest and income 
taxes. Depreciation, depletion and amortization for petro- 
leum, steel and charcoal, respectively, was $45,410,000, 
$1,629,000, and $2,011,000 in 1978 and $38,779,000, 
$1,594,000, and $1,090,000 in 1977. Capital expenditures 


impossible to estimate the ultimate liability with respect to 
pending litigation, Management believes there will be no 
material adverse effect on the financial position of the 
companies. 


for the three industries were $136,485,000, $1,531,000, and 
$8,802,000 in 1978 and $87,900,000, $1,450,000, and 
$2,648,000 in 1977. 

Identifiable assets by industry or geographic areas are 
those assets that are used in the companies’ operations in 
each industry or area. Identifiable assets for 1977 have 
been restated because the Company adopted a new ac- 
counting policy for leases (see note 9). Corporate assets 
are principally cash. Transfers between geographic areas, 
which are recorded at cost, are all related to the petroleum 
industry segment. 


12. Proposed Accounting Changes 
,a. Oil and Gas Accounting 
‘On December 5, 1977, the Financial Accounting Standards 
' Board (FASB) in the United States issued a Financial Ac- 
counting Standard which, among other things, was con- 
' cerned with the method of reporting income by oil and gas 
_ producing companies. The standard would have required 
_ companies to use the “Successful Efforts” rather than the 
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“Eull Cost” method of accounting for oil and gas exploration 
and production operations. The provisions of the new stan- 
dard were to be retroactively applied in fiscal years begin- 
ning after December 15, 1978. 

After holding public hearings and conducting further 
studies during 1978, the United States Securities and Ex- 
change Commission concluded on August 29, 1978 that 
either the successful efforts or the full cost method of ac- 
counting would be acceptable for filings with the Commis- 
sion at the present time. Both methods will be 


' tities and valuation data on proved oil and gas reserves and 


‘cash flow from production activities. The Commission in- 


— 


tends to proceed with the development of a new method of 


accounting for oil and gas _producing activities which 
recognizes valuations of proved oil and gas reserves in 
producers: balance sheets andi income statements. 
Additionally the Commission issued Tegulations in 
December, 1978, which are effective for fiscal years ending 
after December 25, 1979, designed to standardize, on a 
retroactive basis, the provisions of the full cost method of 
accounting. Although further study and interpretation are 
required, it appears that the regulations will impose 
changes in the way the Company applies the full cost 
method. 
b. Foreign Currency Translation 


At the present time, the matter of foreign currency transla- 
tion is under review in Canada and in the United States. It 
had been the Company’s intent to adopt, in 1979, the 
recommendations of the Canadian Institute of Chartered 
Accountants regarding the translation of foreign currency 
transactions and foreign currency financial statements. 
However, these recommendations have recently been 
suspended. This matter will be pursued by the Company in 
the coming year. 

Management has not determined what effect, if any, the 
new accounting rules and regulations will have on the 
Company’s financial statements. 


13. Replacement Cost Data (Unaudited) 


Footnotes to the financial statements in the Form 10-K, 
which will be filed with the United States Securities and 
Exchange Commission, contain data showing the esti- 


mated replacement cost of the Company’s property 
(excluding mineral resource assets) and inventory together 
with the related effects on depreciation, depletion and 
amortization expense and cost of sales and operating ex- 
penses. The present value of the estimated future net 
revenues resulting from the production of mineral resource 
assets will be included in that report under Item 3, Proper- 
ties, in lieu of replacement cost data. 


|, 14. Quarterly Financial Data (Unaudited) 
/supplemented with certain other disclosures such as quan- — 


Summarized quarterly financial data (in thousands of dol- 
lars except for per share amounts) for 1978 and 1977 is as 
follows: 


Three months ended 
March 31 June30 Sept.30 Dec. 31 

1978 
Net sales and 

operating 

revenues ....... $141,422 179,166 204,216 178,364 
Gross ptoliiaaee 41,4847 52247 52.7916 62,165 
Netearnings ...... 8,888 =13;5/8 ~~ 16,596 = 16,398 
Net earnings 

per common share 

BasiCaeseareron 0.80 1:23 1.50 1.48 

Fully diluted ... 0.78 1.19 1.45 1.44 
1977 
Net sales and 

operating 

revenues ....... $125,182 161,728 180,635 152,824 
GOSS; prOntan ne B0i2 12° 47,1603 47,2785 39938 
Netearnings ...... 6/7470 -412;904 713,049 10 Ge 
Net earnings per 

common share 

BasiGuse- iis oneke 0.68 1.28 1.18 0.91 

Fully diluted ... 0.61 sake) As 0.89 


The Company’s business is fairly seasonal with sales 
volumes much higher during the summer months. 


Auditors’ Report 


TO THE SHAREHOLDERS OF HUSKY OIL LTD. 


We have examined the consolidated balance sheets of 
Husky Oil Ltd. as at December 31, 1978 and 1977 andthe 
consolidated statements of earnings, other paid-in capi- 
tal and retained earnings and changes in financial posi- 
tion for the years then ended. Our examination was made 
in accordance with generally accepted auditing stan- 
dards, and accordingly included such tests and other 
procedures as we considered necessary in the circum- 
stances. 

The Company is currently involved in litigation seeking 
relief from the restrictive profit margin limitation imposed 
by the United States of America, Department of Energy, 
entitlements program, as discussed in note 10. It is not 
possible to predict the ultimate outcome of the matter at 
this time. 

In our Opinion, subject to the effects, if any, on the 
consolidated financial statements of the ultimate resolu- 
tion of the matter referred to in the preceding paragraph, 
these consolidated financial statements present fairly 
the financial position of the Company as at December 31, 
1978 and 1977 and the results of its operations and the 
changes in its financial position for the years then ended 
in accordance with generally accepted accounting prin- 
ciples applied, after giving retroactive effect to the 
change in the method of accounting for leases as de- 
scribed in note 9 (with which we concur), on aconsistent 
basis. 


PEAT, MARWICK, MITCHELL & CO. 
Chartered Accountants 


Calgary, Canada 
February 7, 1979 


Financial and Operating Summary 


1978 


Financial (thousands of dollars 

except per share figures) 
Sales and operating revenues ............... $703,168 
Equity in earnings of Empire State Oil Company — 


703,168 
Cost of sales and operating expenses ........ 499,481 
Selling, generaland administrativeexpenses . 42,952 
Interest (net of interest income) .............. 16,318 
Other (including depreciation, 
depletion and amortization) ............... 47,742 
606,493 
Earnings before income taxes 
and extraordinary items................... 96,675 
Income taxes 
Current.) Si ee eee ee 24,267 
Deferred), iii 2 cases senee tele neene ee area 16,948 
41,215 
Earnings before extraordinary items .......... 55,460 
Extraordinary items —net................... —_— 
Net Garmin i250 ni ese eee aaa 55,460 
Dividends on preferred shares............... 469 
Earnings for common shares ................ $ 54,991 


Common shares outstanding 
(weighted average inthousands) .......... 10,960 
Earnings per common share fromoperations..$ 5.02 
From extraordinary items —net........... — 


$ 5.02 
Dividends per common share ............... $20 1:00 
Preferred shares outstanding atparvalue .... 7,748 
Working capital provided by operations ...... 122,412 
Capitaliexpend tures: aaah a) aimee een 146,818 
Working Capitalierit icv seis cn nce ena 34,350 
Long-term debtaiiy esis eae ene ee 145,946 
Operations 
Production — Daily Average 
Net crude oil and gas liquids 
Barrelso\ 4h ues cen aaa ae 35,200 
Cubic. metres; 59a tere a 5 594 
Net natural gas 
Thousatich Culoicfoetignamm asses rna era 60,829 


Thousand cubic metres................. 1714 
Refining and marketing — 
Daily Average 
Refinery runs 


Barrels: es ay ea eae ae ee ea 60,080 

Cubic metres yt ini een ee 9 547 
Refined product sales 

Barrels® 3/5. 256 0 gee oe eee 71,007 

Cubic Metresioi ye ne oe ee 11 284 


WM 


620,369 


620,369 


450,781 
38,309 
13,595 


40,906 
543,591 


76,778 


22,360 
LilkOnal 


33,971 
42,807 


42,807 
493 


42,314 


10,417 
4.06 


4.06 


0.80 
8,053 
100,131 
91,998 
54,388 
134,788 


35,287 
5 607 


61,061 
11ee 


59,521 
9 458 


68,638 
10 907 


1976 


522,357 


522,357 


383,324 
32,891 
13,203 


37,563 
466,981 


55,376 


18,136 
7,437 


2503 
29,803 


29,803 
523 


29,280 


9,784 
2 ON8) 


PSE 


0.80 
8,443 
74,714 
99,407 
48,819 
157,603 


37,301 
5 928 


55,618 
1 567 


559719 
8 854 


64,895 
10 312 


1975 


454,391 


454,391 


316,347 
28,249 
10,988 


Sine 
387,311 


67,080 


21,550 
9,734 


31,284 
35,796 


35,796 
D09 


35,237 


9,730 
3.62 


3.62 


0.65 
9,081 
78,752 
68,325 
39,110 
116,182 


43,949 
6 984 


58,994 
1 662 


56,220 
8 934 


60,541 
9 621 


1974 


435,306 


435,306 


319,416 
25,871 
10,193 


27,734 
383,214 


52,092 


17,592 
D201 


22,863 
29,229 


29,229 
587 


28,642 


9,704 
2.95 


2.95 


0.40 
9,582 
63,035 
62,251 
33,326 
117,080 


43,015 
6 836 


65,460 
1844 


59,116 
9 394 


63,958 
10 164 


1973 


252,598 


252,598 


173,215 
20,606 
8,249 


29,979 
227,645 


24,953 


1,914 
8,339 


10,253 
14,700 


14,700 
612 


14,088 


9/579 
1.47 


1.47 


0.15 
9,991 
52,618 
68,154 
36,051 
118,566 


43,984 
6 989 


73,868 
2 081 


50,828 
8077 


58,662 
9 322 


1972 


204,324 


204,324 


143,456 
18,107 
8,637 


20,651 
190,851 


13,473 


(2,686) 
7,042 


4,356 


SEL 
1,338 


10,455 
644 


9,811 


9,536 
0.89 
0.14 


1.03 


0.15 
10,388 
33,820 
35,044 
29,232 
98,415 


41,482 
6 592 


76,539 
2 156 


48,624 
TORT 


55,330 
8 792 


RSA 


184,185 
1,494 


185,679 


130,746 
15,937 
9,887 


18,122 
174,692 


10,987 


72 
2,469 


2,541 
8,446 


8,446 
665 


7,781 


9,416 
0.83 


0.83 


0.15 
11,826 
29,282 
34,656 
5,999 

111,144 


38,345 
6 093 


67,271 
1 895 


50,185 
TE SYAs: 


53,285 
8 468 


1970 


176,226 
758 


176,984 


128,821 
14,949 
9,261 


16,836 
169,867 


Tg dite 


143 
649 


792 


6,325 
(1,033) 


5,292 
694 


4,598 


9,411 
0.60 
(0.11) 


0.49 


0.15 
12,221 
23,288 
47,209 
16,750 

109,052 


33,265 
5 286 


49,293 
1 389 


50,044 
7 952 


56,961 
9 052 


1969 


163,493 


163,493 


117,231 
14,443 
8,264 


15,690 
155,628 


7,865 


1,615 
1,615 
6,250 


6,250 
716 


5,534 


9,405 
0.59 


0.59 


0.30 
12,620 
24,244 
39,535 
15,388 

100,371 


31,663 
5 032 


46,236 
1 303 


47,893 
7611 


52,730 
8 379 


Note: The years 1974 through 1977 have been restated to reflect retroactive adoption of anew accounting policy for leases. See note 9 of the Notes to Consolidated Financial 
Statements. The years prior to 1974 were not restated because the effects of recorded leases were immaterial to any individual year's operations. Net earnings for 1973 
were reduced $1,621,000 for the cumulative effect to December 31, 1973. 
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Husky’s first quarterly report this year advised 
that the Province of Saskatchewan was introduc- 
ing new legislation to change its method of 
collecting revenue on oil production. Although Bill 
47, which allows the Saskatchewan government to 
levy an oil well income tax, was passed by the 
Saskatchewan legislature in January, 1978, 
administrative regulations still have not been 
promulgated. We continue to be advised by the 
Province that the intent of Bill 47 is to maintain 
the revenue sharing relationship between the 
Province and the industry that existed prior to 
November, 1977. 

Gross natural gas production during the first 
half of 1978 was 83.0 million cubic feet per day, 
down slightly from the 84.5 million cubic feet per 
day averaged in the same period last year. Net 
natural gas production decreased from 64.5 mil- 
lion cubic feet per day in 1977 to 63.6 million 
cubic feet per day in 1978. The reduction in gas 
volumes occurred in the United States. It is antici- 
pated production from earlier natural gas discov- 
eries offshore Louisiana, in New Mexico and in the 
Fuller Reservoir area of central Wyoming will 
reach markets during the second half of 1978. 

During the second quarter the development 
drilling programs near the Ackman Unit in 
Nebraska and in the new Cody field in the Big 
Horn Basin of Wyoming were expanded. The 
development drilling program in Lloydminster has 
been accelerated and the company presently has 
six drilling rigs in use in the area. Husky’s plans, 
instituted earlier this year, for more accelerated 
drilling are presently proceeding on the basis of rig 
availability. 

As an addition to a joint exploration program, 
ongoing since 1973, Husky and Burton-Hawks, Inc. 
have entered into a contract drilling joint venture. 
The venture owns three drilling rigs, each of which 
is equipped for air drilling, and an interest in one 
service rig. Burton-Hawks will act as operating 
manager for the venture. The Husky/Burton-Hawks 
exploratory joint venture will use one of the air 
drilling rigs in a multi-well stratigraphic test 
program to be conducted throughout the Rocky 
Mountain area of the United States. 

The posted price for Canadian crude oil 
production at the well head was increased $1.00 
per barrel on July 1, 1978 in the third of a series of 
four price increases of this magnitude, at intervals 
of six months, begun July 1, 1977. A further in- 
crease of $1.00 per barrel is expected on January 1, 
1979. A portion of these price increases is passed 
on to the producer. 

Refining and Marketing 

During the first half of 1978 refining through- 
put was 52,700 barrels per day compared to 56,000 
barrels per day during the first six months of 1977. 
Throughput was adversely affected by high fuel oil 


inventories which resulted in the curtailment of 
refinery runs generally, and by the strike action of 
the Oil Chemical and Atomic Workers at the 
Prince George, British Columbia refinery from 
April 19 to May 31. 

Refined product sales for the first six months 
this year totalled 62,500 barrels per day, an 
increase of 1,500 barrels per day over the same 
period in 1977. The improvement was due to con- 
tinuing sales increases in the United States while 
the Canadian light oil market continued to experi- 
ence highly competitive conditions. 

Heavy oil sales have been adversely affected 
by generally weak fuel oil markets and were 
additionally reduced in Canada by the strike at 
Husky’s Prince George refinery. Asphalt demand is 
currently strengthening at our refineries in both 
Canada and the United States. 

The United States Temporary Court of Appeals 
has sustained the previously announced Wyoming 
Federal District Court ruling of March 14, 1978. 
The District Court ruling held in favor of Husky in 
our lawsuit regarding the profit margin limitation 
imposed upon Husky under the refining crude oil 
cost equalization or “Entitlements” program. The 
court decisions overruled an earlier U.S. 
Department of Energy (DOE) decision which 
imposed a profit margin limitation on Husky’s U.S. 
refining and marketing operation no greater than 
the profit margin realized during exceptional base 
period years. 

The Appeals Court has remanded the case to 
the DOE with specific instructions for reconsidera- 
tion of Husky’s application for exception relief and 
appropriate adjustments. The impact this decision 
will have upon Husky will not be known until DOE 
completes its reconsideration, as directed by the 
courts. However, it is anticipated there will be a 
positive impact upon last year’s earnings. DOE has 
21 days, from August 10, within which to request a 
rehearing or seek review by the United States 
Supreme Court. 

New product development activity in the first 
half of 1978 included research on cogeneration of 
electricity and heat, on development of a dust 
suppression coal spray oil and of specialty asphalt 
products such as hard-asphalt emulsion, sulphur- 
asphalt emulsions and paving patching material. A 
research project on California heavy crude oil 
upgrading was also begun in the period. 

Husky Oil NPR Operations, Inc. 

The geophysical and exploratory field work for 
fiscal year 1978 has been completed except for 
two all-season deep wells, one of which is now 
drilling. The work program for fiscal year 1979 is 
nearly finalized and plans currently indicate that it 
will amount to a total cost of about $210 million. 
Fiscal year 1979 commences October 1, 1978. 


Gate City Steel 

Gate City Steel’s sales in the first half of 1978 
increased 17 percent to $41.3 million from $35.2 
million last year. Net earnings of $994,000, after 
tax, for the period were down 6 percent from 1977 
results as the steel industry continued to 
experience severely competitive market condi- 
tions. Market conditions are improving but sub- 
stantial changes are not expected for the 
remainder of the year. 

Husky Industries 

The operations of the Company’s briquetting 
and carbon subsidiary, Husky Industries, resulted 
in a slight increase in earnings over last year’s 
record high performance for the six month period. 
Net earnings totalled $2.1 million. Sales increased 
by 6 percent to $27.2 million. Volumes of both 
briquets and activated carbon were relatively un- 
changed from last year’s results. Sales were limited 
due to lack of finished product inventories. Addi- 
tional production capacity was late in start-up 
because of delays in approvals from environ- 
mental regulatory agencies. The company expects 
to continue at full operational manufacturing 
capacity into the third quarter. 
General 

Events surrounding developments in Husky 
during the past two months have received wide 
press coverage, particularly in Canada. Although | 
am sure you are aware of these happenings it 
might be well to briefly review them. 

On Saturday, June 10, the management of 
Husky received notification from Petro-Canada, 
the Canadian Government owned oil and gas 
concern, that they intended to make an offer for 
any or all of Husky’s shares. Occidental Petroleum 
Corporation indicated they too were interested in 
making an offer for the shares of Husky. 
Occidental’s proposed offer involved the 
exchange of their preferred shares for common 
shares of Husky. On Monday, June 12, Husky’s 
Board of Directors met and considered Petro- 
Canada’s and Occidental’s proposed offers. The 
Board found the Occidental proposal to be 
superior and recommended it to the shareholders. 
Shortly thereafter, both Petro-Canada and 
Occidental announced improvements in their 
respective offers. 

At the time of the Petro-Canada and 
Occidental proposed offers, Alberta Gas Trunk 
Line Company, Ltd. (AGTL) informed Husky and 
the public, that since the first of the year they and 
another company had jointly acquired over 3 
percent of Husky’s common shares on the open 
market. AGTL is a natural gas transmission 
company with interests in manufacturing, petro- 
chemicals, and gas production sales and service in 
Canada and manufacturing in the United States 
and Italy. During the latter part of June, AGTL 


purchased additional Husky shares on the open 
market and increased their holdings to approx- 
imately 35 percent of the outstanding shares of 
Husky. 

AGTL announced their 35 percent ownership 
on June 29. Petro-Canada subsequently announced 
they did not intend to proceed with their proposed 
offer and late in July, Occidental Petroleum 
announced they had withdrawn their application 
before the Canadian Foreign Investment Review 
Agency as well as their registration statement with 
the United States Securities and Exchange Com- 
mission. During the month of July and in early 
August Alberta Gas Trunk Line increased thei 
ownership to some 39 percent of Husky’s outstand 
ing common shares. 

At the July 27 meeting of Husky’s Board 
Directors, Mr. F. Richard Matthews, Q.C. and ! 
Hugh H. Millar resigned as directors of t! 
Company. Another director, Mr. Ward C. Pitfield 
had previously resigned. 

Mr. S. Robert Blair, President and Chief Exe. 
tive Officer of Alberta Gas Trunk Line Compan 
Ltd. (AGTL); Robert L. Pierce, Executive V 
President of AGTL and William C. Rankin, Sen 
Vice President and Controller of that organizatio: 
were named to fill the vacant Husky Board posi 
tions. The new appointees will serve the unexpired 
terms of the directors who have resigned, which is 
until the next general meeting of Husky's share- 
holders, presently scheduled for April, 1979. Also, 
Mr. Blair and Mr. Pierce were named to the five 
member Executive Committee of the Board. 

Along with our efforts to develop the Lloyd- 
minster heavy oil reserve, Husky received, on July 
21, a joint proposal from Petro-Canada and Gulf 
Canada Limited for their participation in that area 
The proposal, which is currently under study by 
Husky, is the result of negotiations begun with 
Petro-Canada in the spring of 1977 and with Gi 
late last fall. Husky had expected to receive th 
proposal late in February of this year and sub 
quently agreed to meet with the two compan 
and discuss it on June 19, 1978. In light of | 
developments that commenced in early June, 
meeting was not held. 

Husky today has as many or more opportu 
ties as it did before, and Husky’s management \ 
continue to operate the company in the best sh 
and long term interest of the shareholders, © 
employees and the countries in which we operat: 


Sincerely 


V4) 
J 


JAMES E. NIELSON, 
President 


August 15, 1978 


PRINTED IN CANADA 


To The Shareholders: 


Financial 

Husky’s net earnings, unaudited for the first six 
months of 1978 improved to a record high of $22.5 
million, or $2.03 per share, from $19.7 million, or 
$1.96 per share, for the same period last year. Fully 
diluted earnings were $1.97 per share this year 
compared to $1.76 (recalculated) per share for the 
first six months of 1977. The net earnings are after 


HUSKY OIL LTD. 
CONSOLIDATED STATEMENTS OF EARNINGS 


a total provision for cash and deferred income Increase 
taxes of $18.4 million in 1978 and $15.9 million Shy monties coded JUSS ae ahaa 
faa boa’ 1978 1977 % 
Sales and operating revenues were $320.6 mil- aa eon 
lion, up 12 percent from $286.9 million for the first Sales-and-operating revenues ar. pases eee $320,588,000 286,910,000 12 
six months last year. Cash flow from operations 
improved to $51.5 million from $49.1 million for Eosts ana. expenses 47 
the comparable period in 1977, an increase of 5 Cost of sales and operating expenses .................. 226,857,000 204,538,000 
percent. The increase in earnings is attributable to Selling, general and administrative expenses ............ 22,082,000 19,552,000 13 
higher crude oil production income. Interest (net of interest income of 
Exploration and Production $687,000 in 1978 and $263,000 in1977)............... 7,794,000 7,415,000 5 
During the second quarter our active explora- hy Fela) PCr ees | 227.000 (413,000) — 
tion drilling program was continued in Canada, in stds Se aN ANE. gan og |e Ae : ; 
the United At and offshore the Philippines and Depreciationandamortization eee sae arian ne) ee 12,525,000 11,268,000 11 
Pakistan. General exploration activity also in- Depletion s42 sn. ge nas iin cer is Apa oa > oie an te 9,836,000 8,585,000 15 


cluded an expansion of Husky’s land position in the Minority interest in earnings of 


Wind River Basin of Wyoming and in the Lloyd- Consolidated subsiclaty a.m nent te eee ee eee 412,000 412,000 — 
minster region of Alberta/Saskatchewan. a a ae ee 
Husky’s Massacre Hills exploratory well, which 279,733,000 251,357,000 11 
is currently drilling below 17,000 feet in the Green 
River ee a Wace hasencountered natural Earmings betoresinGOme: CaX@S me uea sate era cn a, eee 40,855,000 3575 55,000 mam nD 
gas shows in the Hilliard, Frontier and Dakota Income taxes 
formations. Although drill stem tests in the Frontier Currentierna. cur. aetna tei A al Ar eens Gee ee 11,781,000 7,495,000 57 
and Dakota sands did not indicate probable com- Deferred yarn: ae ae net Aas acs not rane 6,608,000 8,407,000 (21) 
mercial potential in these formations, additional ae ge REMIT 
drilling and testing will be conducted prior to a 18,389,000 15,902,000 16 
final evaluation of the well. 
A successful Husky interest well, drilled to a DUNES ceo eg el Se hart hacen ote Siscoaee EHS eas 
depth of 11,000 feet in Eddy County, New Mexico, : 
encountered 110 feet of net gas pay in the Morrow Sola ees per common share 1.9% 4 
formation and flowed natural gas at a rate of 20 Basic... ie eee eee AUD 2 eee 
million cubic feet per day on a drill stem test. 
Present assessments of the discovery, which has a Fully diluted... 62.0.0. see eee eee eee eee cad Le ae 
calculated absolute open flow potential of 61 . 
million cubic feet per day, indicate it may be the AEN AM ETA LN) wally Averases) 
largest natural gas well in this section of New Gross crude oil and gas liquids — bbls ................. 46,678 46,757 — 
Mexico. Husky has interests in acreage adjacent Net crude oil and gas liquids — bbls................... 36,676 33,707 9 
to the discovery well and additional drilling Gross matllal Gas e—at Cl eee gare ete een coe er 82,969 84,508 (2 
is banned) es Aes aes Aaa, Net natural cas == Tcl faassen te 63,590 64,530 (1) 
n the first six months o gross crude oi oe a? 
production was approximately the same at 46,700 SOmnE MRLOUSDD aaa hee ira eae ee Doe See = 
barrels per day compared to 46,800 barrels per day Refined prodtic@saless=-<bb|lsmam ta. sree cc 62,509 : 
for the same period in 1977. Net crude oil volumes 
increased to 36,700 barrels per day from 33,700 Notes: (1) Figures are unaudited and accounts of U.S. subsidiaries are included at $1 U.S. = $1 Canadian. 


(2) The 1977 condensed consolidated Balance Sheet has been restated to comply with the United States 
Financial Accounting Standards Board’s Statement No. 13, “Accounting for Leases’. The 1977 
consolidated Statement of Earnings and the condensed consolidated Statement of Changes in Financial 
Position have not been restated because of immateriality. The effect on 1978 earnings is not significant. 


barrels per day in 1977. The net crude oil volumes 
increased at a greater rate than gross crude oil 
volumes due to a change by the Saskatchewan 
government in collecting revenue on Crown 
acquired leases. 


HUSKY OIL LTD. 


CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN 
FINANCIAL POSITION 


Six months ended June 30, 


1978 1977 

Funds provided by 
WDerations ame rte | nee eee. eit is Sel ee eee te $ 51,488,000 49 107,000 
Fonme-teninaebteeprrera we foo. 5 0 icy 3 6s dens oe eaters 20,000,000 15,546,000 
ISSUE OleCOMMMOM SMANCS 2440 ay alas Sis. + an As 2 | eee ee Oe 771,000 22,046,000 
OUTER Sos Oe eee ee ry ee 713,000 1,289,000 
72,972,000 87,988,000 

Funds used to 
Acquire property, plant and equipment.................... 55,576,000 43,652,000 
Recrelone-tenimaebte ciel ne esas ee 2 oon cas | Reeee ee 3,746,000 30,700,000 
avec GleiGl cemmeen ete cites sear end Poe, ia. 5 ok.) Sto) ee eee 5,702,000 4171,000 
© Cie (a ae ee a aac] ee 999,000 979, 000 
66,023,000 79,502,000 
Fuindsadded toworking Capitaliae, ~s040..225.000)0es eu aees $ 6,949,000 8,486,000 
CONDENSED CONSOLIDATED BALANCE SHEETS 
June 30, 
1978 1977 
(Restated) 

GcinrenteaSs CtSa waren ke Sees tacts ace Scares CSIR a cet eee $225,146,000 187,025,000 
Property, plant andequipment— met... 2.552..5.4) ce --cg a: 435,276,000 381,168,000 
@therrassecsmeee ere came ee es ne ee Se ee ere 19,857,000 18,734,000 
MOLAIRASS CLS are mete ee merase trout ie 8, ee We eee ae $680,279,000 586,927,000 
(CUmpreancli@lonileGS .occsecdcenacumsenuvremontsaslecrtecuns $163,780,000 129,849 000 
EGG -CenniniCel UNEP a Mumia thi Gee Scone SS, (ems eee 151,089,000 141,928,000 
WelennecrchealtsretCamien aie tok Lac strate eS me eicye lh eee ee 78,708,000 64,710,000 
SharenolmerseCOuitVew mete 8 a 2% oc hn) > ha wy See 286,702,000 250,440,000 
Total liabilities and shareholders’ equity .....|.......-- $680,279,000 586,927,000 


See footnotes to Consolidated Statements of Earnings 
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